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Look 3 


photographic copying equipment 


PHOTOSTAT 


REG. U. S. PAT. OFF. 





You'll find this splendid equipment 
serving faithfully in insurance, commer- 
cial and industrial concerns everywhere, 
from the smallest to the largest . . . and 
also in federal, state, county and municipal 
offices, coast to coast. It sets the standard 
for economical, dependable photocopying 
the nation and the world over! 

If your requirements are small or mod- 
erate, it will serve you well. The PHOTO- 
STAT Instant Copier and Model Junior 
machines save time and money in any 
office, anywhere. Or, if need be, our larger 
automatic models will provide the answer 





to your copying problems. 

Together with MICROTRONICS® 
Micro-film equipment . . . now manu- 
factured by PHOTOSTAT CORPORA- 
TION ... we provide the greatest variety 
of fine equipment available for copying 
and preserving records of all kinds on both 
: paper and film. 

Let our trained sales-service represen- 


scene 


tatives, coast to coast, advise and aid you. 


Wi Your inquiries will receive our prompt and 
interested attention. Feel free to write us 


. no obligation! 








PHOTOSTAT CORPORATION 


PHOTOSTAT is the registered trade mark 305 State Street, Rochester 14, New York 


of PHOTOSTAT CORPORATION Service offices in most principal 
cities and in Toronto, Canada 
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The school’s 24-page catalogue 
is available free upon request. 
Address your card or letter to 
the Secretary, IAS.... 





How IAS training 


meets individual needs 








Each IAS training program is ‘“‘tailored to fit’’ the 
needs of the individual. This is accomplished through 
the IAS elective plan embracing 250 comprehensive 
study assignments, covering a wide range of account- 











ing and management subjects. 





e After general accounting principles have been mas- 
tered, each IAS Diploma Course student selects from 
14 electives those leading to his specific training ob- 
jective. The electives currently available (with the num- 
ber of comprehensive study assignments indicated) are: 











Basic Auditing (10) 
Public Auditing (20) 

Internal Auditing (20) 

Basic Cost Accounting (10) 
Advanced Cost Accounting (20) 
Corporation Accounting (10) 
Financial Analysis (10) 
Business Statistics (10) 
Management Control (20) 
Economics (10) 

Office Management (30) 
Accounting Law (10) 

Federal Income Tax (10) 

CPA Coaching (20) 







® With this broad curriculum at his command, each 
IAS student can study first those subjects needed im- 
mediately and can then broaden his knowledge of 
accounting and management through study of addi- 


tional electives. 
» 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
A Correspondence School Since 1903 


209 WEST JACKSON BOULEVARD ¢ CHICAGO 6, ILLINOIS 
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UNwlional Accounting Machines save us $100,000 a year... 
return 112% annually on our investment.” 


—CONVAIR DIVISION of GENERAL DYNAMICS CORP. 
‘Builder of the World’s Most Advanced Aircraft.“ 


“Our National Accounting Machine System 
at San Diego returns us $100,000 a year in 
reduced operating costs. This saving repays 
the cost of our National System every year. 

“It gives us other savings, too, by furnish- 
ing prompt information that permits inven- 
tory reduction, reduction of shortages, and 
a much better control of both production 
and commercial inventories. 


THE NATIONAL CASH REGISTER COMPANY, vayron 9, on10 


“All in all, we estimate that total savings 
repay about 112% annually on our invest- 
ment. We are enthusiastic about the effi- 
ciency of our dependable National System, 
and are expanding its use in other sections 
of our organization.” 


WA T, cior’ 


Vice President, Convair 


977 OFFICES IN 94 COUNTRIES 


In your business, too, National ma- 
chines will pay for themselves with 
the money they save, then continue 
savings as annual profit. Your near- 
by National man will gladly show 
how much you can save—and why 
your operators will be happier 





*TRACE MARK REG. U.S. PAT. OFF 
Wational 
ACCOUNTING MACHINES 
ADDING MACHINES « CASH REGISTERS 
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THE “BIGNESS” BUGABOO 


Editors, THE CONTROLLER: 

I noted with interest the comments in 
“Scanning the Scene’’ (THE CONTROL- 
LER, August 1955) about the corporate 
“Urge to Merge” and in that connection 
I felt you would be interested in some 
statements recently presented by economist 
Sumner H. Slichter of Harvard University 
at a business conference at Stanford Uni- 
versity. 

Professor Slichter pointed out that 
“many small companies and companies of 
medium size could advantageously com- 
bine.” He said that business, no matter 
how large, must grow to offer opportuni- 
ties to its employes and that a business that 
does not grow “‘is not a healthy environ- 
ment for human beings.” 

As to any belief that big business threat- 
ens political and economic liberties, the 
economist said: 

“The argument that bigness threatens 
our political liberties is without founda- 
tion. If there is any one handicap that 
bigness possesses, it is lack of political 
influence. Let any group or organization 
become large and economically powerful 
and its political influence drops. That is 
true of both labor and business.” 

On economic liberties, he stated: “There 


is no evidence to support the notion that 
big firms in general are able to get a com- 
petitive advantage by observing lower 
standards of business conduct than are ob- 
served by their smaller competitors. The 
fact that a concern is larger than any of its 
rivals means that most of its policies and 
activities are conspicuous and must stand 
7 under the scrutiny of competitors, _ 
pliers, customers and government o 
cials.”’ 

Public policy with respect both to big- 
ness and to mergers, the economist said, 
should be one of keeping hands off. He 
declared it would be a “blunder” to at- 
tempt to place a limit on the size of busi- 
ness enterprises and it would interfere 
with the freedom of consumers to buy 
what they choose. 

The only type of merger that should be 
prohibited, Mr. Slichter said, is one that 
“is likely to diminish competition in the 
industry as a whole or in a regional or 
local market as a whole.” 

It seems somewhat refreshing, if not 
unusual, for these comments to be made 
by someone outside the business world, at 
least one who is not a corporate official 
and, therefore, cannot be labeled an 
“apologist” for bigness. 


B. J. H. 
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THIRTEEN MOONS 


Editors, THE CONTROLLER: 


Would it be out of order for your let. 
ters column to quote another editor’s \et- 
ters column? This letter sounds as though 
it might interest those who are interested 
in the intricacies of the division of time 
or the forms of calendars. 


Cok. 
New York 


Thirteen Full Moons 
To the N. Y. Herald Tribune: 


Your correspondent in Damariscotta Mills, 
Me., expresses surprise that we are having 
thirteen full moons in 1955, and two full 
moons in October. 

To allay the astronomical alarms of Nancy 
Rawlings and other readers, who may think 
that atom bombs are getting the heavens out 
of order, it may be explained that a synodic 
month (that is, the period of time from one 
full moon to the next, or one new moon to the 
next) averages 29 days, 12 hours, 44 minutes, 
2.8 seconds. This is approximately 709 hours. 

Now if we divide 709 hours into the 8,760 
hours of the year, we find that the answer is 
approximately 121%4 times. It is obvious, there- 
fore, that when the full moon (or the new 
moon) falls very close to the beginning of 
any year, there will be time left over for an 
extra repetition of that given phase, whatever 
phase it may be. In just the same way, any 
given lunar phase falling close to the begin- 
ning of any thirty- or thirty-one-day month will 
come around again at the end of that same 
month, so that there can be two full moons 
within that period of 30 days. 

A simple illustration of this principle is that 
of a clock which we may suppose makes a single 
stroke of a bell on each hour, yet within one 
hour and one minute it has sounded twice. 

WINTHROP PARKHURST 


Staten Island, N. Y., Aug. 2, 1955 





Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page and must 
bear the writer’s signature and ad- 
dress (which will be withheld if so 
requested). The Editors 





LAUGHING WITH US 


Editors, THE CONTROLLER: 


We like the cartoons in your magazine 
and occasionally find one appropriate for 
our department publication, Accounting 
Progress, copy of which is attached. 

May we have permission to use these 
cartoons? Of course, we will credit your 
magazine as our source. 


ROWLAND C. MAUCH 

General Accounting Personnel Supervisor 
New Jersey Bell Telephone Company 
Newark, N. J. 


We regret that our contract with Car- 
toons-of-the-Month, Roslyn, N. Y., does not 
permit us to grant re-use rights on our Cat- 
toons. Perhaps you'd be interested in con- 
tacting them and having the monthly serv- 
ice for your own use. —The Editors 
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FOR BRANCHES OR DEPARTMENTS 
OF A GROWING BUSINESS 


new low-cost automatic 
accounting machine 


No business is big all over—but now you can bring big business speed, 
efficiency and accuracy to even your small volume accounting operations. 


The attractively priced Burroughs Director was designed to make the 
step-up from pen-and-ink bookkeeping to mechanized accounting as 
economical as it is practical. 


The new Director features easy front form insertion, two totals, and 

automatic big machine advantages. See it and try it. Call our branch office 

listed in your phone book. Burroughs Corporation, Detroit 32, Michigan. 
; 
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ACCOUNTING MAC 





“Burroughs” is a trade-mark. 
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RESERVES 
by Dr. Walter G. Kell 


by T. T. Miller 


GOVERNMENT 


by Dudley E. Browne 








BUDGETING APPEAL 


Editors, THE CONTROLLER: 


The July 1955 issue of THE CONTROL- 
LER contained an article written by Harry 
Woodhead entitled “Giving Budgeting 
Appeal to the Foreman.” The subject 
matter discussed by Mr. Woodhead is of 
particular interest to us at this time. We 
would very much like to reproduce a 
limited number of copies for distribution 
to our Systems and Methods group. If it 
is possible for you to grant us this favor, 
we will follow our usual practice of re- 
producing the article in full, with appro- 
priate credit to Mr. Woodhead and THE 
CONTROLLER. 


ROBERT W. MEYERS 

Director of Systems & Methods 
American Smelting and Refining Co. 
New York, N. Y. 


COURSE MATERIAL 


Editors, THE CONTROLLER: 


I would like to obtain permission to re- 
produce a limited number of copies of the 
article “Converting Management Reports 
into Profit Builders” by Howard C. Adams 
and Richard F. Neuschel in the April 
1955 issue of THE CONTROLLER and my 
article “The Frequency and Importance 
of Errors in Invoices Received for Pay- 
ment” in the January 1953 issue of THE 
CONTROLLER. 

These articles should prove valuable 


Forthcoming Seatures 


IN THE CONTROLLER 


%e RECENT DEVELOPMENTS IN ACCOUNTING FOR 


te HOW DEWEY & ALMY DOES IT: 
Projecting the Profitability of New Products 


3% CONTROLLERSHIP—KEY TO EFFICIENCY IN 





in a course dealing with management sys- 
tems and computers that I am developing. 
Credit will, of course, be given to THE 
CONTROLLER. 


ROBERT H. GREGORY 

School of Industrial Management 
Massachusetts Institute of Technology 
Cambridge, Mass. 


NAVY SEMINAR 


Editors, THE CONTROLLER: 


An activity of the Naval Establishment 
is desirous of reproducing the entire ar- 
ticle entitled “The Planning and Control 
Concept” by James L. Peirce, which ap- 
peared in the September 1954 issue of 
THE CONTROLLER. Reproduction of 120 
copies of the article for use in a Navy- 
conducted Management Accounting Sem- 
inar is contemplated. Appropriate credit 
to the author, Controllers Institute, and 
THE CONTROLLER will be included in 
each reproduction. 

Permission is requested for the repro- 
duction of the above identified article for 
the use specified. Your cooperation in this 
matter and a favorable reply would be 
appreciated. 


G. M. SARA 

Head, Editorial and Printing Branch 
Publications Division 

Department of the Navy 
Washington, D. C. 
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POTENTIAL PURCHASER 


Editors, THE CONTROLLER: 

In a recent publication of THE Con. 
TROLLER you made reference to the mag. 
azine Purchasing. 1 am the purchasing 
agent for Garner Aviation Service Cor. 
poration, Bartow Air Base, Bartow, Flor. 
ida, and am anxious to enter my subscrip- 
tion for such a magazine. I would appre. 
ciate it very much if you will be kind 
enough to give me the name and address 
of the publisher of Purchasing. 


R. D. PEREZ 


The address is 205 East 42nd Street, Neu 
York, N. Y. —The Editors 


SECOND THE MOTION 


Editors, THE CONTROLLER: 

I would appreciate it if I could have 
several reprints of the excellent article by 
John H. Swarten, Jr. in the July 1955 is. 
sue of THE CONTROLLER on “Converting 
a Loss Division into a Profitable Opera- 
tion.’ On various occasions I have recom- 
mended some of the principles in this ar- 
ticle to certain clients. I am hoping that 
this article will again impress the clients 
with the validity of these principles. 


Morris PORTNER, CPA 
Red Bank, N. J. 





COLUMBIA 
UNIVERSITY 


OOOO eee errr eran ee ener reese eee e esses esses eeenseeeeeseseee® 


INSTITUTE OF 
ACCOUNTING 


Qualified men and women, graduates 
of high school or more advanced ed- 
ucation, are eligible for this program 
of instruction affording a background 
of accounting, other phases of busi- 
ness and industry and preparation for 
CPA examinations. Day and evening 
courses, full and part time programs 


arranged. 


Registration Sept. 23 through 
Sept. 28, 10 a.m. to 8 p.m. 
Saturday 9 a.m. to Noon. Low 
Memorial Library, 116th St. 
between Broadway and Am- 
sterdam Ave., New York 27. 


COLUMBIA UNIVERSITY 
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Prognosis: Rosy 

That the American economy is enjoying the rosy glow of 
a vigorous competitive situation, with results generally out- 
distancing expectations for the current year, is no longer 
news. Nor is there any headline-making content in the results 
of a recent survey by McGraw-Hill of Business’ Plans for 
New Plants and Equipment, which indicates that American 
business as a whole plans to invest $29.5 billion this year. 
That is a new high for any year in our record and some five 
per cent more than was invested in 1954. 

The most encouraging part of the McGraw-Hill survey 
is in its report of prospective investment for the years 
1956-58. Already, American business reports plans to spend 
within three per cent as much for new plants and equipment 
in 1956 as in 1955. It is of course understandable that, in 
planning expenditures for future years, there is a tendency 
to project them at a somewhat lower figure than those 
planned for the current year since full expenditures that 
may be necessary a year or more hence cannot be easily an- 
ticipated. 

Of equal interest are the reports that the level of inves- 
ment plans for 1957 and 1958 is also remarkably high—far 
higher than any previously reported for the years ahead in 
earliest surveys by McGraw-Hill. 

In broad outlines, these plans for future capital invest- 
ment indicate a strong vote of confidence in our economy’s 
profit-making potentialities and, equally significant, the 
plans for investment in the next few years should help re- 
duce the extent of the cyclical swings that in the past had 
been the source of uncertainties and “red ink” operations. 


Billions for Expansion 


Calculated risk in the management of profits to safeguard 
the future of a business in today’s strongly competitive econ- 
omy was urged recently by James M. Crawford, vice presi- 
dent of General Electric Company. Throughout the country, 
companies large and small are giving consideration to their 
future position and undertaking programs which plough 
profit-dollars back into production facilities to keep up with 
expanding markets and the keen competition in today’s mar- 
ket place, 

The third quarter of 1955 is expected to establish a “high- 
est ever’ figure for new plant and machinery expenditure 
planning—at an annual rate around $29 billion. 


New Talent Comes High 


How much does it cost industry to hire and train a col- 
lege graduate? 

According to Bernard Haldane, president of Executive 
Job Counselors, New York, it costs $500 to recruit a liberal 
arts man. Engineers come higher: $2600. 

Mr. Haldane also reported, after surveying 80 large 


= corporations, that training costs for the college graduate in 


the first year average $1,000 plus another $4200 for his 
salary in this initial year. 

The nation’s employers, it is estimated, are paying $337 
million for turnover—plus an additional $106 million for 
finding and training necessary replacements—because it has 
been determined that three out of ten graduates either quit 
or change jobs within one year after they reach the office 
from the colleges. 


A Capital Paradox 

Although America is basically a venture capital nation, in 
the view of G. Keith Funston, president of the New York 
Stock Exchange, “we are slowly giving venture capital a sec- 
ond-class status.” 

We have a psychological distaste for debt, according to 
Mr. Funston, yet we are adding to corporate debt during 
prosperous times when logically we should be reducing it. 
We are, in his opinion, losing sight of the basic idea that the 
prospect for growth and profit should attract individual sav- 
ings into the production of goods individuals want. 

During the decade before us, the nation will need more 
new equity capital than in any comparable period in its his- 
tory, and this money, Mr. Funston said recently, “can best be 
raised by drawing on the accumulative savings of people 
who, in return for the anticipated rewards, are able to take 
the necessary investment risks.” 

According to the Joint Committee on the Economic Re- 
port, the gross national product will boom to $535 billion— 
an increase of 50 per cent over current levels—by 1965, and 
America will then be a land of 190 million people with a 
work force of 76 million. Disposable personal income, it is 
estimated, will by 1965 amount to $380 billion. 

A “staggering” total of $375 billion will be needed by 
American corporations for plants, products, tools and jobs 
if we are to reach these economic levels projected for 1965. 
And,.in Mr. Funston’s opinion, more than 40 per cent of this 
amount—some $160 billion—must be raised from outside 
sources such as financial institutions and the general public. 

He urged strongly that much of this new “‘outside’’ money 
be provided by the issuance of common stocks, declaring that 
“our goal should be to raise through equity financing at least 
50 per cent of our external needs.” This would result in an 
average of about $7.3 billion a year in new equity financing 
—nearly four times the annual rate of the past postwar 
decade. Equity financing in the nine years 1945-54 fell to 
only 25 per cent of “outside” money raised, compared with 
371, per cent in the nine years after World War I. 

—PAUL HAASE 
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IBM leadership in action... 
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with a purpose 


Today, an almost endless parade of IBM 
punched cards serves business, industry, 
and government in widely varied roles—as 
vital aids in routine record keeping, as 
checks and money orders, airline tickets, 
utility bills, insurance premium notices, 
and many, many other kinds of account- 
ing documents. 

But even more significant than the part 
they play in your daily life—these millions 
of IBM punched cards are vital evidence 
of real progress in better business methods. 
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They represent the solution to practical 
business problems. 

IBM’s on-the-job experience and con- 
tinued progress in advanced equipment 
design are helping American industry 
work better and faster—at less cost. 


International Business Machines Corporation 
New York 22, N.Y. 
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Developing Accounting Practices 
Among Executives 


C.R. Fay 


N THE PAST SEVERAL DECADES the con- 
| trol and accounting functions have 
moved ever closer to their proper places 
in management councils. Many in the pro- 
fessions can remember when accountants 
and controllers were bookkeepers and 
little more. We have witnessed the giant 
strides the professions have made. This 
progress is the result not only of the in- 
ternally generated enthusiasm of groups 
such as the National Association of Cost 
Accountants and Controllers Institute of 
America, but also of the very evolution of 
our economic system which has created a 
deep need for professional accounting and 
control practices. 

The ultimate test of management is its 
ability to operate profitably. We would 
be safe to assume that accounting and 
control factors are today essential in op- 
erating profitably or, at the very mini- 
mum, to determine whether the operation 
is profitable. On this assumption then, it 
would seem that the development of ac- 
counting and control practices among 
executives is no longer a matter of choice; 
rather, it is essential. 

We must be constantly alert to the prob- 
lem of how best we can help management 
secure optimum utilization of the tools 
which we provide. Fundamentally this is 
a job of communications. As accountants 
and controllers, the media with which we 
communicate are the reports, the charts, 
the forecasts, and other tools which we 
develop from the mass of figures with 
which we deal. Our method of communi- 
cation must be to so design these tools 
that they are readily acceptable to and use- 
able by management. In other words, all 
the tools in the world are of little value if 
people do not know how to use them. 
Ours is the dual objective of making the 
tools and teaching their use. 

Historically, accounting communication 
was made on a person-to-person basis. As 
a case in point, take the Pittsburgh Plate 
Glass Company. In 1883 when “Pitts- 
burgh Plate’ was founded, it had one 
Plant, it produced one product, it had a 





handful of owners, and less than 200 
employes. Today it has 39 plants and 
301 merchandising branches and sales 
offices with over 31,000 employes making 
literally hundreds of different types of 
products. The company is owned by nearly 
17,000 shareholders. 

When the company consisted of a sin- 
gle plant and produced only one product, 
accounting and control were simple op- 
erations. The head of the firm picked up 
his hat and went around to see what 
was what. Because of the limited na- 
ture of the operations, the top executive 
could supervise practically all phases of 
the business by direct contact with each 
operation. As a result, his accounting was 
relatively simple and his need for controls 
was minimized. 

As with other American industries, the 
company began to expand. As this growth 
continued, management encountered many 
new problems. Under increasing pres- 
sure, top executives found less and less 
time for direct contact with the various 
phases of the operations. Responsibilities 
had to be delegated to others. Reporting 
procedures and statements had to be de- 
veloped whereby costs and expenses of 
manufacturing, distributing, and selling 
could be controlled. Management had 


come face-to-face with accounting and 
control policies, the acceptance and de- 
velopment of which was the only logical 
manner in which they could carry on suc- 
cessful operations. In other words, control 
by figures and reports instead of by actual 
contact had become a necessity in the na- 
tion’s expanding economy. 

Today, the accountant and the control- 
ler share a large portion of the responsi- 
bility of safely charting the course of 
business. To effectively carry out this re- 
sponsibility they must understand the 
problems of management and the latter 
must have some concept of accounting and 
control practices. In other words, mutual 
understanding of each problem is essen- 
tial. It is not proposed that the account- 
ant must have a well-rounded education in 
all the specialized operating fields that 
make up our complex business world nor 
is it suggested that all business executives 
have a formal education in the field of 
accounting. However, even a minimum 
acquaintance with the basic concepts of 
accounting practices by operating execu- 
tives helps lead the way to a more thor- 
ough understanding and _ interpretative 
analysis of the conclysions derived through 
the medium of accounting. 

The accountant, to be effective, must 
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C. R. FAY, vice president and comptroller of Pittsburgh 
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the Board of Directors of Controllers Institute of Amer- 
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Controlled Materials Plan. From February-May 1953 he 
served as consultant to the House Appropriations Committee. 
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have a thorough understanding of a prob- 
lem in order to arrive at an intelligent 
conclusion. He must also be prepared to 
convey and sell the soundness of his ap- 
proach to the operating executive at the 
same time that he is presenting his facts 
and recommendations. 

In large business organizations this job 
of selling must be continuous and carried 
on by staff members. It is basically a team 
effort. Each man on the controller's staff 
should be trained to carry the ball. He 
should look to the controller for signals 
and support only when the going gets 
rough. This is the way our staff functions 
and we have found it to be very satisfac- 
tory to our policy-making executives, to 
staff members, and to myself. 

Operating on this basis, we have found 
three broad areas in which this continu- 
ing program of developing accounting 
practices among executives may take place. 
Let us explore these areas and in so doing 
illustrate that applied accounting is dy- 
namic and, therefore, must be highly flex- 
ible to cover the many problems we are 
asked to solve. In other words, in modern 
accounting we must not be saddled with 
restrictive practices. We should not aban- 
don the fundamental theories and prin- 
ciples of accounting; rather, we should be 
highly selective in employing the accepted 
principles and practices to accomplish the 
best results. 

These three broad areas referred to are: 


a. Techniques and Theor) 
b. Planning and 
c. Control 


In each of these areas where we are 


working with management we must 
keep two cardinal facts in mind. The 





first is that we must give proper guidance 
and, second, we must develop complete 
understanding. A comprehensive discus- 
sion of each of these three broad areas is 
not possible here, but the following illu- 
strations demonstrate that any program for 
the development of accounting practices 
among executives, either formal or in- 
formal, must be flexible and continuous. 


TECHNIQUES AND THEORY 
OF ACCOUNTING PRACTICES 

In almost all companies these have been 
influenced largely by external factors, 
including tax laws, government regu- 
lations, and Stock Exchange requirements. 
These and more must be taken into con- 
sideration when developing accounting 
procedures. Operating executives in most 
cases would like to be relieved of the 
necessity of dealing with these technical 
problems. Yet, to operate efficiently, all 
must have a reasonable understanding of 
at least the basic accounting concepts: 

Some of the first regulatory measures 
prompting this need for mutual under- 
standing of accounting concepts arose with 
the establishment of the Securities and 
Exchange Commission. Until the advent 
of the SEC, management had no restric- 
tions from outside sources on how they 
prepared their published reports. There 
were no standards available which would 
have the effect of requiring uniformity in 
such reporting. As a result, statements of 
Operation were published which included 
inventory adjustments, varying deprecia- 
tion charges, and reserves which paid 
more attention to the needs of the profit 
situation for the current year than they did 
to the consistent reporting of these items. 

All this has been changed in recent 
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years. It is now one of the duties of the 
controller to keep management abreast of 
regulatory measures in this field. Equally 
important is his responsibility of explain. 
ing to management the reasons for these 
regulatory measures and the requirements 
which they establish. 

Pronouncements by the American Insti- 
tute of Accountants through their research 
bulletins also have a substantial effect on 
the preparation of annual reports. A te. 
cent example which was extremely diff. 
cult to interpret for management was Bul- 
letin No. 42. This covered the procedures 
for handling depreciation policy in gen- 
eral but which dealt quite specifically with 
the accounting treatment of accelerated de- 
preciation, which is allowable under Cer- 
tificates of Necessity. 

The release of this Bulletin required a 
very careful analysis by controllers in re. 
lation to their own particular circum- 
stances. In some cases it necessitated de- 
velopment of new accounting procedures 
which involved lengthy discussions with 
top management. Because of the many 
different accounting methods already in 
use by various companies, considerable 
confusion existed in the minds of many 
executives on this subject. The prob- 
lem of reaching an understanding with 
top management was an extremely difh- 
cult one. However, thorough understand- 
ing and agreement between public ac- 
countants, the controller, and top man- 
agement were absolutely essential before 
results for the year could be published. 

Equally difficult problems arise with 
changes incorporated in the Internal Rev- 
enue Code. Last year, for example, several 
new methods of depreciation were added 
to those which had been permitted under 
previous laws and regulations. Before the 
accountant approached management con- 
cerning these changes, he had to satisfy 
himself first as to the advantages or dis- 
advantages to his company of adopting 
one of the new methods now available. 
This determination was not an easy one 
in many cases, for a change in depreciation 
policy could affect almost every operation 
of his company, both present and future. 
Many questions had to be answered: 


How will the change affect reported 
earnings? 

Will the change improve the company's 
cash position? 

Should the same depreciation policy be 
used for both accounting and tax pur- 
P oses? 


After he reached his own conclusions, 
he then had to lay them out for general 
review and obtain management agreement 
on the policy to be followed. Following 
that, he was in a position to implement 
the policy through his accounting organ- 
ization. 

The differences between bookkeeping 
for accounting purposes and_bookkeep- 
ing for tax purposes are among the most 
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dificult areas in which to develop under- 
standing among executives. Those in the 
accounting field can often see very good 
reasons why certain accounting practice 
prescribed or allowed in the tax regu- 
lations do not make for good accounting 
practices in terms of our own bookkeep- 
ing, even though they may be quite satis- 
factory from a tax standpoint. Yet there 
is not always unanimity among controllers 
and even within the public accounting 
group on what is good accounting prac- 
tice. Such differences on technical points 
are most confusing to operating execu- 
tives. Yet each company must work out 
answers to best satisfy its own problems. 
The controller has the obligation to dis- 
cuss these matters completely with his 
own top management, but because of their 
complexity, he should keep his explana- 
tions as simple as possible. 

There seems to be a never-ending stream 
of new governmental and other regula- 
tions flooding the modern accountant. Add 
to these the details accompanying acqui- 
sitions, mergers, and sales of properties, 
and you have some conception of the tidal 
wave of accounting problems engulfing 
the modern business enterprise. It is up to 
the accountant to fashion a sturdy craft in 
the form of concise and intelligible re- 
ports so that operating executives can 
chart a safe course. To do this the con- 
troller and his staff members must try to 
be many things to many men. But most 
important they must be expert technicians 
and effective salesmen. This is the quite 
dificult job of having the right answer, 
at the right time, for the right people. 

In the several cases of the application of 
accounting techniques and theory cited, it 
will be seen that the majority of the pro- 
grams were initially developed by the ac- 
countant and the controller. These pro- 
gtams then had to be explained and sold 
to top management. In other words, the 
need or impetus for the fashioning of 
techniques and theory arose largely from 
sources outside the company. As was seen 
in the instance of adopting a new method 
of accounting for depreciation, this in- 
volved several distinct steps by account- 
ants prior to the initial discussion with 
operating management. These were: (1) 
Analysis of the new method, (2) Com- 
parison with the existing method, and (3) 
Integration with company practices. Only 
when these and other steps were com- 
pleted could the proposed changes be pre- 
sented to management. And, it should be 
remembered, it was only after approval 
by management that the changes in meth- 
ods became a working part of company 
accounting techniques. 


PLANNING 


In the second of the three broad areas 
where we have opportunities for develop- 
ing accounting practices among executives 
—namely, The Planning Area—we find 
that the need arises within the company. 


In fact, action in this field is initiated by 
top management. Now as never before 
must operating executives project activities 
not only months but years ahead. To do 
this satisfactorily they must have accurate 
guideposts to chart the course. 
Accountants, therefore, should be and 
usually are prepared to give substantial as- 
sistance to management in the area of 
planning. However, the controller must 
demonstrate to management that his staff 
has the necessary tools readily available 
and must develop management’s con- 








C. R. Fay (right) president of Con- 
trollers Institute, at the session at 
which he spoke on “Developing Ac- 
counting Practices Among Execu- 
tives” at the Seventeenth Annual In- 
stitute on Accounting at the Ohio 
State University, May 19, 1955. 

With him (left) are Frank W. 
Lennon, internal auditor of Pure Oil 
Company, Chicago, Ill., president 
of the Institute of Internal Auditors, 
who was the other speaker at the 
session, and George M. Feiel, mem- 
ber of Controllers Institute and con- 
troller of Republic Steel Corpora- 
tion, Cleveland, Ohio, who served 
as chairman of the session. Mr. 
Feiel is a graduate of Ohio State. 





fidence in the staff's ability before it can 
become an important factor in the de- 
velopment of the over-all planning pro- 
gram. 

The tools the accountant brings to the 
party are several. The obvious one is that 
he has the facility to assemble figures and 
put them together in logical sequence. 
Another is that he knows what figures are 
available and how to obtain them with 
minimum effort. Also, through his know]l- 
edge of the content of available figures, he 
knows how to use them; he is able to 


differentiate between cash costs and 
book costs, between direct costs and 
allocated or distributed costs, between 


variable costs and fixed costs. And fur- 
ther, by his familiarity with the content of 
figures, he knows whether they contain all 
they are purported to contain, or whether 
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significant portions of data have been un- 
intentionally excluded simply because fig- 
ures are being used for a purpose for 
which they were not originally intended. 

These tools are all-important to the 
planning function, yet the accountant will 
not be called upon to use them unless op- 
erating management knows that they are 
available. Management must also have 
confidence that the accountant has the 
ability to use these tools to tackle problems 
in a broad-minded fashion. 

The over-all planning program, of 
course, includes development of sales and 
cash forecasts; the use of budgets and 
other cost estimates and the determination 
of the effect of these items on profits; the 
development of the impact of volume on 
profits; and the effect of earnings fore- 
casts on dividend policy and future expan- 
sion of the business. 

Planning is also important in relation 
to capital expenditure programs. One 
problem in this area has to do with prop- 
erly calculating return on investment for 
purposes of supporting requests for capi- 
tal expenditures. In working out such 
economic justifications, one has to deter- 
mine what to do with distributed costs in 
factory expense and with selling and ad- 
ministrative expense as they relate to the 
departmental or product costs involved. 
The cost justification of a capital expendi- 
ture must relate cash outlay for the equip- 
ment against cash savings or cash margin 
on increased sales. Unless management 
understands these hard facts, savings es- 
timated in good faith will not be realized 
when the project is completed. This is a 
situation in which the accountant can be 
of real assistance to management through 
the proper development and interpreta- 
tion of accurate data. 

Since price plays such an important role 
in planning future operations, the account- 
ant can and should place himself in posi- 
tion to provide much of the data used in 
price determination. This is particularly 
true in the case of new products for which 
actual costs are not yet available. Cost es- 
timates can be deceptive from several dif- 
ferent viewpoints. The basic fact that unit 
costs are frequently stated in mathematical 
terms after elaborate and painstaking cal- 
culations, gives them an aura of perfection 
and reliability which they may not deserve. 
Cost estimates can be deceptive because 
of the dangers of leaving out important 
cost elements or because of hedging too 
much on production rates or losses, and 
also because of cost variations which may 
occur because of variations in potential 
sales volume. The accountant should be 
prepared to adjust his thinking and calcu- 
lations to different volume levels. 

But his responsibilities in price deter- 
mination are not limited to new products. 


(Continued on page 448) 
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Rapid Tax Depreciation 
Under the 1954 Revenue Code 


Willard F. Stanley 


VER A YEAR has elapsed since Con- 
O gress enacted the Internal Revenue 
Code of 1954, including Section 167, the 
provision for rapid tax depreciation. In 
this interval, considerable has been writ- 
ten and spoken on the subject. Manage- 
ments of numerous industrial, utility and 
railroad corporations have given thought 
to the problems related to the adoption of 
the new rapid techniques and have con- 
sulted their tax advisors thereon. 

Now, over a year after such enactment, 
it seems unnecessary to attempt to demon- 
strate to American industry the important 
benefits of this tax provision, but while 
American business management has be- 
come aware of the subject, it is still so 
relatively new, involves so many factors 
and aspects (extending into the fields of 
finance, economics, accounting, and, in the 
case of regulated utilities, of impact on 
rate-making policy) that many may not 
yet have grasped fully either the compli- 
cated nature of the elements affecting 
adoption of the new device or the extent 
of the benefits to be derived therefrom. 

By now, the tax rights of taxpayers un- 
der Section 167 of the Code and the 











tentative regulations relating thereto, are 
pretty well known to most taxpayers, but 
this knowledge is far from solving the 
problem of reaching the proper decision 
as to whether or not to adopt rapid de- 
preciation—what method or methods are 
most advisable in the particular case— 
and to what classes or items of new 
property the rapid method or methods 
should apply. There has been a tendency 
in some quarters to treat rapid tax depre- 
ciation as just another tax problem, solv- 
able solely by the tax experts—in a 
vacuum, so to speak. 

Nothing could be more wrong. As al- 
ready mentioned, the factors of financial 
assistance, economic gain, accounting pro- 
cedure, etc., must all be computed, ap- 
praised and evaluated, the objections con- 
sidered, and an over-all decision reached 
which takes into proper account each of 
the pros and cons to arrive at the $64 de- 
cision—to adopt or not to adopt. 

So this article will treat only briefly the 
matter of tax rights—on the assumption 
these are fairly well known by now to 
most corporate taxpayers—and concen- 
trate on the other important elements. 


WILLARD F. STANLEY, president of Corporate Services, 
Inc., financial consultants, New York, has had over 30 
years’ experience in finance, accounting, taxation and 
other corporate affairs. From 1944-1954 he was financial 
vice president of Southwestern Public Service Company, 
Dallas, Texas. He is a member of Controllers Institute, 
the New York Society of Security Analysts, and the Ameri- 
can Accounting Association. He is author of a book titled 
“New Rapid Tax Depreciation—How To Use It Profitably” 
published in February 1955 by Prentice-Hall, Inc., New York. 
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TAX RIGHTS 

To skim over these as rapidly as pos- 
sible, the new Code permits any of the 
following methods of depreciation for tax 
purposes: 


1. Straight Line. This is the method cus- 
tomarily used in the past and should need 
no comment or explanation. 


2. Declining Balance. This is one of the 
two rapid depreciation methods specif- 
cally authorized by Section 167. It is not 
new but hitherto was permitted only in 
special cases. The new law permits a 
write-off of 200% of the straight-line 
rate annually, applied to the depreciated 
balance remaining at the end of each year. 
This process is, we believe, sufficiently 
well known not to require examples. This 
method may be used only as to new (not 
second-hand) tangible, depreciable prop- 
erty acquired or constructed on and after 
January 1, 1954 and having a normal life 
expectancy of three years or more. 


3. Sum-of-the-years-digits. This method, 
too, has been used occasionally in the past, 
but it is now made available by the Code 
to all taxpayers with the same limitations, 
as to the date of acquisition or construc- 
tion and as to the life of the property, 
as in the case of the declining-balance 


method. The formula for computing de- , 


ductions under this method is to add to- 
gether each year of the expected life of the 
property (with three-year life property 
this would be adding 3+ 2-+1 ora 
total of 6) and then dividing this figure 
each year into the then remaining years 
of life expectancy, including the current 
year. So for the first year 6 divided into 3 
would give 50%. 


4. Any Other Methods, selected by the 
taxpayer, provided the cumulative deduc- 
tions at the end of any taxable year during 
the first two thirds of life expectancy of 
the new property shall not exceed the 
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cumulative deductions under the declin- 
ing-balance method during the same pe- 
riod. It is still possible to use special for- 
mulae, such as units of production, units 
of labor, etc., but taxpayers must be pre- 
pared to defend these special formulae as 
reasonable. 


The new law does not permit taxpayers, 
without consent of the Internal Revenue 
Service, to switch from one method to 
another as to new property acquired or 
constructed in any year, except the right is 
expressly given in the law for taxpayers 
to change at the end of any taxable year 
from the declining-balance method to the 
straight-line method, as to the undepre- 
ciated balance (less salvage) then remain- 
ing. The declining-balance method if car- 
ried forward unchanged would, theoreti- 
cally, never fully depreciate the property, 
generally leaving an undepreciated bal- 
ance of from 3% to 13% of total cost of 
the new properties at the end of their an- 
ticipated life. But the taxpayer could, of 
course, deduct the unrealized salvage in 
the year of retirement. Full depreciation 
can be assured within the expected life of 
the properties by switching to the straight- 
line method. The best time for this switch, 
in order to obtain the maximum over-all 
deductions, is at the end of the year fol- 
lowing the half-way mark in the estimated 
life expectancy. But the taxpayers must be 
prepared to defend the reasonableness of 
the straight-line rates at the time the 
change is made. 

The declining-balance method disre- 
gards the factor of salvage and thus may 
be the more desirable for taxpayers with 
properties having a high salvage factor. 
By switching to the straight-line method, 
taxpayers would inject the element of sal- 
vage into the depreciation allowance, since 
salvage must be considered in fixing de- 
preciation rates under the straight-line and 
sum-of-the-years-digits methods. However, 
in all but exceptional cases, it is likely the 
best results will be obtained through 
adopting either (1) the sum-of-the-years- 
digits method, or (2) the declining-bal- 
ance method, switching to straight-line. 

The declining-balance method will give 
taxpayers somewhat greater assistance in 
financing expansion or modernization be- 
cause the deductions thereunder are higher 
in the first two years of the life of the 
property. On the other hand, the sum-of- 
the-years-digits method will, where the 
life expectancy of the property is about 
seven years or more, give a larger eco- 
nomic gain. 


WHAT TAXPAYERS ARE AFFECTED? 
Individuals, partnerships, corporations 
and all other forms of taxable entities, 
acquiring or constructing new, tangible, 
depreciable property on and after January 
1, 1954, may avail themselves of any of 
the rapid methods permitted by the Code. 











“On these long financial reports, wouldn’‘t 
omitting the figures tend to shorten them?” 


WHAT ELECTIONS ARE PERMITTED? 
The test, as to adoption of rapid depre- 
ciation and changes in methods adopted, 
applies to each year’s acquisitions or ad- 
ditions. If taxpayers fail to adopt rapid 
depreciation as to particular property con- 
structed in any year, they cannot do so in 
any subsequent year as to that property. 
But taxpayers can elect rapid deprecia- 
tion as to the same type of property ac- 
quired or constructed in any subsequent 
year. Similarly, if taxpayers elect a rapid 
epreciation method, they cannot change 
the method in any subsequent year to any 
other method as to such property (except, 
of course, from the declining-balance to 
the straight-line method—a right given by 
the law), but they are free to adopt a dif- 
ferent method or methods as to similar 
property acquired in any subsequent year. 
Different methods may be adopted for 
different classes or items of property ac- 
quired in the same year or one rapid 
method may be applied to all such prop- 
erty on a composite basis. As to each year’s 
additions, elections must be made in the 
tax return for that year. 


ARE DEPRECIATION RATES AFFECTED? 

The rapid methods of depreciation 
should not affect depreciation rates or life 
expectancies of any properties, old or new. 
These rates should be the same for the 
new property as to which rapid deprecia- 
tion is adopted as for similar property 
which taxpayer owned prior to January 1, 
1954. Of course, rates for the older prop- 
erties could be altered where changes in 
conditions, locations of the property, or 
excessive accumulated reserves, seemed to 
warrant. But in cases where such rates 
were reduced, the reduction would no 





doubt, in almost all cases, have been re- 
quired regardless of the adoption of rapid 
depreciation. 

Fears have been expressed that the bene- 
fits of higher depreciation allowances un- 
der the rapid methods applied to new 
property might be offset by lower depre- 
ciation allowances for tax purposes with 
respect to older properties. The language 
of the Code and the expressed intentions 
of Congress both seem to make such fears 
groundless. Where a company’s composite 
tax depreciation rate contains an element 
of economic obsolescence, as distinguished 
from loss of service value in the normal 
course, it may be desirable to attempt to 
include all property additions under a 
rapid depreciation method and thus apply 
the composite rate to the additions. In 
such a case, application of rates to items 
or classes of property might lose the obso- 
lescence factor. 


FINANCIAL ASSISTANCE 

The primary benefit of rapid deprecia- 
tion (particularly in cases of short-lived 
property with high degree of expansion) 
is that by increasing depreciation deduc- 
tions for tax purposes in the early years 
of the life of the new property involved, 
payment of substantial amounts of taxes, 
which otherwise would be payable in such 
early years under the straight-line method, 
are deferred to later years. The financial 
assistance taxpayers will obtain by reason 
of the additional cash working capital 
available to them as a result of the de- 
ferred taxes, will be helpful in all cases 
where rapid depreciation is adopted but 
should be of greatest relative importance 
where large expansion and short life are 
combined in one case. 
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EXHIBIT | 


LIFE EXPECTANCY OF NEW PROPERTY 
(assumes 50% tax rate) 





5 year's 10 years 20 years 33 years 
Per cent of cost of new prop- 
erty represented by addi- 
tional cash working capital 
from deferred taxes* 10% 5% 2%2% 1%% 


* These percentages are applicable to any amounts of new property. 





EXHIBIT Il 
PERCENTAGE OF ECONOMIC GAIN TO COST OF NEW PROPERTY 


Assuming average cost of money replaced by deferred 
taxes or subsequently used to pay such 
deferred taxes is 5% after taxes 
(50% income tax rate is assumed ) 





5-year life 20-year life 33-year life 
expectancy expectancy expectancy 
Per cent of cost of new prop- 
erty represented by eco- (a) (b) (a) (b) (b) 
nomic gain to taxpayer* 18% 1.6% 5.3% 8.2% 12.5% 


(a) Declining-balance method, changing to straight-line method half way through life 


expectancy 
(b) Sum-of-the-years-digits method 


* These percentages are applicable to any amounts of new property. 


Assuming the new property had a cost of $1 million, 
the respective amounts of economic gain 
on the foregoing basis would be: 


(a) 


(b) (a) (b) (b) 








$18,000 $16,000 $53,000 $82,000 





Exhibit I shows the respective amounts 
of financial assistance derivable during the 
first year of life of new property from the 
adoption of rapid depreciation, using the 
declining-balance method. 

The declining-balance method always 
provides the largest tax deferral in the 
first two years and is, accordingly, the 
preferable method in cases where financial 
assistance is of primary importance to the 
taxpayer. This financial assistance is the 
fundamental purpose of the new provision 
as stated in the Congressional Commit- 
tee’s reports. Without the benefit of such 
tax deferrals, taxpayers would have to 
provide equal amounts either through in- 
ternal fade (such as depreciation accruals 
or retained earnings) or by bank loans or 
the sale of debt or equity securities. The 
source of such funds would, naturally, 
vary with each company. Where the rela- 
tion of new to old property is compara- 
tively small, depreciation funds may be 
sufficient to finance the expansion. Where 
the ratio of new property is large, sale of 
new securities or bank loans may be neces- 


53,000 $125,000 








sary, with accompanying financial prob- 
lems and higher money costs. It is in these 
latter cases that rapid depreciation will be 
of maximum help. The financial help sup- 
plied by rapid depreciation may be of 
particular importance where a moderniza- 
tion program is being considered and 
availability of cash from deferred taxes 
may be crucial. In fact, rapid depreciation 
may often be the determining factor in the 
decision whether it is feasible and profit- 
able to modernize. 


ECONOMIC GAINS 

Another, and totally different, benefit 
from rapid depreciation of more universal 
application, since it benefits all taxpayers 
in varying degrees, is the economic gain 
by reason of the interest-free use of the de- 
ferred taxes during the period of such 
deferral. To compute the amount of this 
economic gain, two factors are necessary. 
First, the weighted average cost (after 
taxes) of the money which would have 
been used had the taxes not been deferred, 
and next, the net period of tax deferral. 
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The cost of money will vary in each case 
and must be estimated by the taxpayer. 
This is not, of course, the present money 
cost but the weighted average cost over the 
entire life of the new property to which 
the rapid method is being applied. 
While such average over-all costs are 
difficult to estimate accurately, particu. 
larly where long-lived property is in- 
volved, between 414% and 5% would 
not seem unreasonable as a rough over-all 
average. But to be reasonably accurate, 
expansion should be projected forward for 
as many years as possible and the weighted 
average type of funds and estimated cost 
thereof determined on an incremental 
basis. 

The economic gain from rapid depre- 
ciation is arrived at by multiplying the cost 
of such new property by the assumed av- 
erage annual cost of the money replaced 
by the deferred taxes (in the early years 
of the life of the property) or used to pay 
the additional taxes (in the later years of 
such life). The result is then multiplied 
by the number of years representing the 
weighted average period of economic gain. 
Applying an assumed tax rate to the result 
of the last computation gives the amount 
of economic gain realized in each case 
over the life of such new property. 

The percentage of economic gain to the 
cost of the new property increases with 
the length of the life expectancy of such 
property. If the life expectancy is about 
seven years or more, the sum-of-the- 
years-digits method will produce a higher 
economic gain than the declining-balance 
method and this differential in favor of 
the digits method will grow as life ex- 
pectancy of the property increases. The 
tabulation in Exhrbit II will show the eco- 
nomic gain to taxpayers expressed as per- 
centages of the cost of new properties 
having three differing life expectancies, 
using the declining-balance and sum-of- 
the-years-digit methods of rapid depre- 
ciation. 

The tabulation indicates the substantial 
economic benefits to be derived from 
adoption of rapid depreciation, in the case 
of properties having a relatively long life. 
Where expansion is expected to be more 
or less continuous, as will occur in certain 
industries (notably electric utilities), the 
gains will cumulate accordingly. Regard- 
less of the value of the financial help af- 
forded by rapid depreciation, this eco- 
nomic gain alone strongly indicates the 
desirability of adopting rapid depreciation, 
except where there are special reasons to 
the contrary outweighing these benefits. 

It should be noted, too, that where the 
funds replaced by the deferred taxes may 
logically be identified as common stock 
equity, then the cost of money will greatly 
exceed the 5% average mentioned above, 
rising to 10% or even more. In such event, 
of course, all the figures indicated in the 
tabulation shown in Exhibit II would be 
doubled, both as percentages and amounts. 
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WHAT ARE THE OBJECTIONS? 

But rapid depreciation is by no means 
a “one-way street.”” There are many possi- 
ble objections to its adoption and while in 
most cases they should not materially re- 
duce the benefits, they are deserving of 
careful scrutiny for, under special circum- 
stances, they might penalize the taxpayers 
more than the rapid technique would help 
them. The principal objections are: 


1. Fear of lower depreciation rates be- 
ing applied to older properties. This has 
already been mentioned and should not 
prove a serious threat in most cases. 

2. Adoption of rapid depreciation will 
require keeping two sets of property rec- 
ords for tax purposes. Each year’s addi- 
tions must be segregated. In some cases it 
may not be practicable to apply rapid de- 

reciation to small property items because 

of the clerical work involved. Where the 
amounts of new property are reasonably 
large in dollars, and readily identified, the 
benefits should far outweigh any trouble 
and expense from this source. 

3. It is sometimes urged that the annual 
rate of tax depreciation is not important, 
since the taxpayer can write off only 100% 
of cost in any case, and acceleration of the 
write-off merely ‘defers’ and does not 
“save’’ taxes. This view completely over- 
looks the substantial benefits inherent in 
the financial assistance and/or economic 
gain from the free use of the deferred 
taxes and is unworthy of serious consider- 
ation. 

4. Most important of all probable ob- 
jections is, perhaps, the fear that higher 
tax rates in later years, when depreciation 
deductions will be lower if a rapid method 
is used, will more than offset the benefits. 
Accurate prediction of future tax rates is, 
of course, impossible. Income tax history 
indicates that over long periods an upward 
trend in tax rates is the rule, but, on the 
other hand, we are starting at this date 
from a very high plateau of normal tax 
rates, thus minimizing the danger, except 
for the enactment of excess profits taxes. 
Assuming the tax rate continued at 50% 
for the entire period when the deprecia- 
tion will be Aigher because of rapid de- 
preciation, what higher tax rate, applied to 
each of the later years when depreciation 
deductions are lower, would be sufficient 
to offset the economic gain? 

The longer lived the property involved, 
the greater this increase in tax rates would 
have to be. The tax rates shown in Exhibit 
III, uniformly applied to all years of 
lower depreciation, would be necessary to 
offset economic gain, after reducing both 
such gain and the increased taxes, to 
“present value” (that is, the value at pres- 
ent of a dollar received or paid at the 
tespective later dates) for comparative 
purpose. * 


‘ Formula for determining such increased 
tax rates is contained in the author's book, re- 
ferred to at the beginning of this article. 


In case of shorter-lived property (such 
as five to ten years) where the required 
increase in average tax rate is lower, there 
is less likelihood of a drastic increase in 
such a short period. Also with short life 
there is the added benefit of financial as- 
sistance, apart from economic gain. 

All the foregoing applies to new prop- 
erty additions made in a single year—as 
if no additions were made in any other 
year. Where the additions continue annu- 
ally, the high and low tax rate years would 
inevitably overlap, with the result that 
substantially greater increases in tax rates 
in lower depreciation deduction years 
would be necessary to offset the economic 
gain. 

After proper evaluation, the danger of 
higher future tax rates should usually dis- 
appear as a material factor, but in individ- 
ual cases a real threat might develop. For 
example, if a corporation happened to 
expand in the years just before a major 
world conflict, and then ceased expansion, 
a serious penalty could ensue if an excess 
profits tax were enacted which used the 
period of the company’s expansion, and 
therefore of high depreciation deductions 
and lower income, as the base years for 
determining the amount of exempt in- 





come. To have most serious impact in such 
a case, the life of the property additions 
would have to be quite short. 

But while this possibility of loss through 
higher tax rates deserves careful scrutiny in 
the light of each company’s plans and 
prospects, fear that such higher rates are 
likely to offset the economic gains (based 
on a reasonable average after-tax money 
cost) seems unfounded in the case of most 
taxpayers. 

5. Higher future money costs in years 
of lower depreciation, when the deferred 
taxes are to be paid, constitute another 
possible danger. This could result either 
from an increase in rates for certain classes 
of securities or from having to raise funds 
to pay the deferred taxes from a source 
which carried a higher money cost—the 
sale of common stock, for instance. It 
should be noted these money costs apply 
to all the years of the property's life, in- 
cluding both years of higher and lower 
depreciation. Exhibit IV shows a few ex- 
amples of increased cost of money which 
would be necessary to offset the economic 
gain, if such increased costs were applied 
to all years of the life of the properties. 


(Continued on page 444) 





EXHIBIT Ill 
TAX RATES APPLICABLE TO ALL YEARS OF DEPRECIATION PERIOD 


Economic gain is computed on the basis of average cost of money of 5% per annum, 
using whichever rapid method produces the largest economic gain for property of 
the various life expectancies 


Assumed 50% tax rate* 
Assumed increase in tax rates} 


Assumed increased tax ratet 
necessary to offset economic gains 


Years of life expectancy of property 





5 10 15 20 30 
50 50 50 50 50 

9 18 32 46 81 
59 68 82 96 131 


* Applicable to all years of higher depreciation deductions under rapid method. 
+ Applicable to all years of lower depreciation deductions under rapid method. 





EXHIBIT IV 
MONEY COSTS APPLIED TO ALL YEARS OF A PROPERTY'S LIFE 


Using the rapid method producing the greatest economic gain for the respective life 
expectancies of the new property. (Both the increased money costs and the economic 
gains are taken at ‘present value” for comparative purposes.) 





wr 


Assumed after-tax 


money costs* 2.00% 5.0% 
Assumed increase in 

money costs} 3.3% 7.0% 
Assumed money cost 

as so increased} 5.3% 12.0% 


Years of life expectancy 





* Applicable to all years of Aigher depreciation deductions. 
+ Applicable to all years of lower depreciation deductions. 
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REASONS FOR 


Retention of Earnings 


Robert S. Holzman 


OONER OR LATER, most cases involving the tax on accumu- 
lated earnings end up with this question: Why was surplus 
retained? A study of the litigated cases indicates that 225 reasons 
for retention have been advanced, with varying degrees of 
success. 

The Internal Revenue Code of 1954 has in no way lessened 
the importance of the reason for retention. Whether the burden 
of proof was upon the corporation, as under the old Section 102, 
or whether it is upon the Secretary of the Treasury (as is now 
the situation in most cases), the nature of the arguments is the 
same. The corporation must make a statement as to why surplus 
was retained. If the Secretary advises the corporation of a pro- 
posed notice of deficiency with respect to the accumulated earn- 


AFFILIATES 


ings tax, “the taxpayer may submit a statement of the grounds 
(together with facts sufficient to show the basis thereof) on 
which the taxpayer relies to establish that all or any part of the 
earnings and profits have not been permitted to accumulate be- 
yond the reasonable needs of the business.” (Section 534 (c).) 

Thus management must still appraise the validity of a reason 
advanced for retention. The following table shows 225 reasons 
that have been advanced to justify the retention of earnings, to- 
gether with the courts’ findings. This table is divided into these 
major classifications: Affliates, Depression, Errors and Doubts, 
Expansion, Financial Factors, Hazards, Manner of Operating, 
Past Practice, Surplus Concepts, and Unusual Conditions. 


AFFILIATES (continued) 





JUSTIFICATION ADVANCED 


Company desired to be in posi- 
tion to aid corporations in which 
stock investments were held. 


Funds were insufficient for the ex- 
pansion of affiliated enterprises. 


Affiliated companies had to be 
protected. 


Affiliated companies had to be as- 
sisted financially. 





ROBERT S. HOLZMAN is professor 
of Taxation at the New York Uni- 
versity Graduate School of Busi- 
ness Administration. He is a mem- 


ber of Controllers Institute, the 
Federal Tax Forum (past president) 
and the Tax Institute. He is a 


member of the Committee on Taxa- 
tion of the Commerce and Industry 
Inc. 


Association of New York, 


THE CONTROLLER....... 


FINDING 


There was no evidence that these 
corporations were in financial dis- 
tress. Olin Corporation, 42 BTA 
1203 (1940). 


In this group of affiliates, it was 
consistent practice for a corpora- 
tion to advance money to another 
requiring it. Hanovia Chemical 
& Manufacturing Company, TC 
Memo. Op., Docket #111871, en- 
tered September 23, 1943. 


Had the affiliates failed, the tax- 
payer would have suffered through 
loss of deposits. Mellbank Corpo- 
ration, 38 BTA 1108 (1938). 


This was a bona fide need, as the 
affiliates made purchases from the 
taxpayer, while the affiliates were 
paid by their customers during 
only two months of the year. 
Lannom Manufacturing Company, 
Inc.. TC Memo. Op., Docket 
##27669 and -32290, entered Feb- 
ruary 21, 1952. 
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JUSTIFICATION ADVANCED 


Taxpayer's real estate affiliate 
needed funds to acquire property. 


A company under common control 
might have to be financed. 


It was necessary to finance a sub- 
sidiary. 


It was desired to pay off the debts 
of the taxpayer’s underlying hold- 
ing company before the latter's 
charter expired. 


It was desired to hold funds of 
subsidiaries to conceal the funds 
from creditors and landlords. 


FINDING 


The contemplated acquisitions 
were for the taxpayer's benefit. 
Walkup Drayage & Warehouse 
Co., TC Memo. Op., Docket 
##3271-3, entered June 25, 1945. 


There was no proof of actual need 
for this assistance. Medical Arts 
Hospital of Dallas v. Commis- 
sioner, 141 F. (2d) 404 (CCA-5, 
1944). 


But the business of the subsidiary 
was not the business of the tax- 
payer. Keck Investment Company, 
29 BTA 143 (1933). 


This was to further the invest- 
ment program of the chief stock- 
holder, who could have achieved 
this result himself had the tax- 
payer paid dividends to him. Hel- 
vering v. Chicago Stock Yards 
Co., 318 U. S. 693 (1943). 


“Even if it were admitted that 
there was a positive plan to con- 
vey in fraud of certain creditors, 
purpose to evade surtax would not 
foliow.”” Delaware Terminal Cor- 
poration, 40 BTA 1180 (1939). 


DEPRESSION 


A depression could be expected 
after a boom. 


Trade papers predicted a slump 
in the industry. 


It was desired to re-enter activities 
that had been curtailed by de- 
pression. 


No amount or specific time were 
mentioned. Glenside, Inc., TC 
Memo. Op., Docket #39012, en- 
tered August 31, 1953. 


A depression would mean that 
even less funds would be needed 
to operate the business. Jacob Sin- 
coff, Inc. v. Commissioner, 209 
F. (2d) 569 (CA-2, 1954). 


There was no showing of any im- 
mediate need for conserving prof- 
its. Wilson Brothers & Company 
v. Commissioner, 124 F. (2d) 
606 (CCA-9, 1941). 
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DEPRESSION (continued) 


JUSTIFICATION ADVANCED 


It was desired not to deplete the 
corporate treasury during a period 
of economic stress. 


Business was in a depressed state 
and was rapidly getting worse. 


Surplus was retained to protect 
the company’s financial position 
during a period of depression. 

It was feared that an existing de- 
pression would injure business. 


FINDING 


But the treasury was depleted by 
stockholder loans. A. D. Saenger, 
Inc. v. Commissioner, 84 F. (2d) 
23 (CCA-5, 1936). 

Unfavorable market conditions 
did not justify the distributions 
of the company’s accumulations. 
Charleston Lumber Company v. 
U. -§., 20 F. Supp: 83. (EC, 
W.V., 1937). 


This policy had been followed 
consistently. R. C. Reynolds, In- 
corporated, 44 BTA 356 (1941). 


There was considerable justifica- 
tion for this pessimism. Delaware 
Terminal Corporation, 40 BTA 
1180 (1939). 


ERRORS AND DOUBTS 


A bookkeeper’s error created a sit- 
uation where surplus was larger 
than management realized. 


It was uncertain whether a divi- 
dend could legally be paid. 


There would have been no earn- 
ings in the taxable year except 
that a revenue official advised 
against writing off a large bad 
debt. 


The past history of the company 
indicated that accumulations had 
not been planned. Florida Iron 
& Metal Company of Jackson- 
ville, BTA Memo. Op., Docket 
#105641, entered July 13, 1942. 


Legal and accounting advice was 
received from reputable sources to 
confirm this doubt. William C. At- 
water & Company, Incorporated, 
10 TC 218 (1948). 

One accepts the advice of a rev- 
enue official at his peril. United 
Block Company, Inc. v. Helver- 
ing, 123 F. (2d) 704 (CCA-2, 
1941). 


EXPANSION 


It was desired to buy the stock of 
a concessionaire. 


Reserves for expansion had been 
set up. 


Heavy expenditures would be nec- 
essary for war work if the U. S. 
became involved in war, as seemed 
likely. 


The taxpayer desired to be in po- 
sition to market it owns products. 


Funds were accumulated for ex- 
pansion. 


High inventories were desired as 
it was believed that servicemen 
would establish new homes after 
the war. 


Inventories would have to be in- 
creased after the war ended. 


There were heavy purchase com- 
mitments. 


This was in a related business and 
was in accord with an expansion 
program. Lion Clothing Com- 
pany, 8 TC 1181 (1947). 


But the contemplated improve- 
ments could not have been made 
because of war; no one knew 
when they could be made. World 
Publishing Company v. U. S., 169 
F. (2d) 186 (CCA-10, 1948). 


But the retained earnings could 
have been distributed in any one 
of three ways without impairing 
the company’s ability to achieve 
this program. Whitney Chain & 
Mfg. Company v. Commissioner, 
149 F. (2d) 936 (CCA-2, 1945). 


Similar companies had failed for 
not being in such a position. 
Fisher & Fisher, Inc., 32 BTA 
211 (1935). 

Although financing of expansion 
is possible through borrowing, 
earnings may be accumulated for 
the purpose. Jones v. KOMA, Inc. 
et al., 218 F. (2d) 530 (CA-10, 
1955). 

Subsequent events proved that 
that opinion was well founded. 
J. L. Goodman Furniture Co., 11 
TC 530 (1948). 


When stocks became more plenti- 
ful in supply, the size of the in- 
ventories would have to be in- 
creased. Lion Clothing Company, 
8 TC 1181 (1947). 


It was reasonable to prepare for 
an anticipated increase in sales. 
Universal Steel Company, 5 TC 
627 (1945). 


EXPANSION (continued) 


JUSTIFICATION ADVANCED 
It was desired to expand and to 
achieve independent status. 


The taxpayer, presently inactive, 
desired to re-enter active business. 


Expansion was desired. 


Earnings were retained to make 
loans when possible. 


Accumulation was desired for ex- 
pansion purposes. 


Expansion was contemplated. 


It was company policy to finance 
business requirements out of earn- 
ings. 


Expansion was intended 


It was intended to expand as soon 
as wartime conditions ended. 


A considerably larger inventory 
was needed. 


Funds were required to finance 
anticipated expansion. 


Funds of a loan company were in- 
vested in marketable securities 
only to have money available when 
business conditions improved. 


Inventories had to be increased in 
view of expanding business. 


Reasonable expansion of the busi- 
ness was sought. 


FINDING 


A business has a right to grow. 
William C. De Mille Productions, 
Inc., 30 BTA 826 (1934). 


No showing was made of reason- 
ably immediate need for funds. 
Eastern Railway and Lumber Com- 
pany, 12 TC 869 (1949). 


Taxpayer had a consistent policy 
of expansion and of dividend dis- 
tribution. Delaware Terminal Cor- 
poration, 40 BTA 1180 (1939). 


Subsequent events showed that 
lending operations were expanded 
as business conditions improved. 
Seaboard Security Company, 38 
BTA 560 (1938). 


But for many years the taxpayer 
had been able to take care of all 
desired plant expansions annually 
out of current earnings. Trico 
Products Corporation v. Commis- 
sioner, 137 F. (2d) 424 (CCA-2, 
1943). 


This was actually carried out. 
Lion Clothing Company, 8 TC 
1181 (1947). 


The taxpayer had a right to estab- 
lish reasonable reserves for an in- 
creased volume of business. Syr- 
acuse Stamping Company, TC 
Memo. Op., Docket #4025, en- 
tered April 9, 1945. 


Land actually was acquired, al- 
though a financial crash delayed 
work on a building. Dill Manu- 
facturing Company, 39 BTA 1023 
(1939). 


The business would have to be 
expanded if the dealership fran- 
chise were to be retained. Shaw 
& Keeter Motor Company, TC 
Memo. Op., Docket #26977, en- 
tered August 16, 1951. 


Two of taxpayer’s competitors 
testified as to this; and inven- 
tories were sharply increased in 
the two years following the tax- 
able year. Lane Drug Company, 
TC Memo. Op., Docket #1140, 
entered April 26, 1944. 


Dividends were declared in the 
following year, nonetheless, that 
were far in excess of that year’s 
earnings. McCutchin Drilling 
Company v. Commissioner, 143 F. 
(2d) 480 (CCA-S, 1944). 


When conditions improved, the 
accumulated surplus was required 
by the business; hence there had 
been no improper accumulation. 
Industrial Bankers Securities Cor- 
poration v. Higgins, 104 F. (2d) 
177 (CCA-2, 1939). 


Although large inventories were 
required, there was no reason 
further to increase the existing in- 
ventory. Becton, Dickinson & Co. 
v. Commissioner, 134 F. (2d) 354 
(CCA-3, 1943). 


Taxpayer had made honest esti- 
mates of what would be required; 
and the estimates supported the 
contention. National Yarn Corpo- 
ration, TC Memo. Op., Docket 
#19451, entered July 19, 1950. 
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JUSTIFICATION ADVANCED 





Expansion funds were required. 


Expansion was indicated. 


Inventories had to be financed. 


Inventories were needed large 
enough to meet normal as well as 
expansion demands. 


Expansion was sought to meet the 
growing demands of customers. 


Large plant expansion was under 
consideration. 


Considerable sums were needed to 
develop and perfect an invention. 


Alterations and repairs to, tax- 
payer’s plant were contemplated 
in the taxable years. 


Additional equipment was needed 
to handle new types of material. 


Equipment needed replacement. 


Plant modernization was required. 


EXPANSION (continued) 


FINDING 


The corporation, however, did not 
retain the funds, and pro rata 
stockholder loans were not the 
equivalent of retaining moneys 
for expansion. Christmann Veneer 
& Lumber Company, TC Memo. 
Op., Docket #4916, entered May 
16, 1945. 


Officials of the company had been 
advised prior to the taxable year 
of needs or plans for products 
that the corporation manufac- 
tured. Baker & Company, Inc., TC 
Memo. Op., Docket #111870, en- 
tered September 23, 1943. 


The necessity for the retention of 
earnings with which to maintain 
normal as well as anticipated in- 
creases in inventories has been 
recognized as valid. Thomas S. 
Lee Enterprises, TC Memo. Op., 
Docket ##26662-3, entered June 
29, 1953. 


Inventories were lower than usual 
in the taxable years because of 
wartime shortages; much larger 
stocks would be required when 
goods became available. A. H. 
Phillips, Inc., TC Memo. Op., 
Docket #18914, entered October 
22, SDL. 


Increase in inventories, receiva- 
bles, and fixtures actually had 
taken place during the taxable 
year. Korrick’s, Inc., TC Memo. 
Op., Docket ##31448 and 35298, 
entered March 27, 1953. 


By the time of the hearing, the 
contemplated expansion had not 
been commenced. Becton, Dickin- 
son & Co. v. Commissioner, 134 


F. (2d) 354 (CCA-3, 1943). 


The company’s funds were not 
needed or used to any great ex- 
tent in the development of the in- 
vention. Most of the corporate 
assets were invested in securities. 
Semagraph Company v. Commis- 
sioner, 152 F, (2d) 62 (CCA-4, 
1945). 


Up to the time of the hearing, the 
contemplated work had not been 
done. J. M. Perry & Company, 
Inc. v. Commissioner, 120 F. 


(2d) 123 (CCA-9, 1941). 


An important customer had re- 
quested the providing of special 
facilities. There also was a change 
in certain types of materials that 
were handled. T. Smith & Son, 
Inc., TC Memo. Op., Docket 
#108417, entered September 7, 
1943. 


The record failed to disclose any 
subsequent replacement even of 
the equipment deemed outmoded. 
Southland Industries, Inc., TC 
Memo. Op., Docket #3387, en- 
tered October 31, 1946. 


Plans had been adopted and exe- 
cution of them had started, even 
though not much had been spent 
yet. General Smelting Company, 
4 TC 313 (1949). 
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EXPANSION (continued) 


JUSTIFICATION ADVANCED 


It was settled policy to spend a 
large part of earnings for improve- 
ments. 


Replacement of machinery was 
necessary. 


The company’s equipment was an- 
tiquated. 


Expansion was necessary. 


Improvements were necessary for 
the building occupied. 


A definite modernization program 
existed in the taxable year. 


One-man and two-man stores were 
to be converted into supermarkets. 


More modern facilities might be 
required. 


A needed building could not be 
constructed in the taxable year 
because of wartime conditions. 


It was desired to purchase the 
business premises that were occu- 
pied. 


Increased business required addi- 
tional facilities. 


Expenditure for additional equip- 
ment was required. 


The taxpayer desired to acquire 
storage and transportation facili- 
ties. 


FINDING 


Expenditures in the taxable year 
for taxes, dividends, and improve- 
ments exceeded earnings. Steele's 
Mills v. Robertson, D.C., N.C 
1943. 


The taxpayer had to keep pace 
with modifications demanded by 
customers. Dill Manufacturing 
Company, 39 BTA 1023 (1939). 


Replacement of old equipment 
did in fact take place. Bosch 
Brewing Company, BTA Memo. 
Op., Docket #106385, entered 
July 27, 1942. 


Plans for expansion and modern- 
ization were supported by evi- 
dence. Kennedy Nameplate Com- 
pany, TC Memo. Op., Docket 
#6695, entered May 29, 1947. 


The construction desired was the 
function of an affiliated company 
that owned the premises used by 
the taxpayer. Colonial Amuse- 
ment Corporation, TC Memo. Op., 
Docket #13257, entered July 27, 
1948. 


There was no indication that the 
plan was intended to be carried 
out at the pace indicated. John F. 
Boyle Company, TC Memo. Op., 
Docket #1612, entered December 
29, 1944. 


This change was necessitated by 
demands of the public which pre- 
ferred to patronize supermarkets. 
A. H. Phillips, Inc., TC Memo. 
Op., Docket #18914, entered Oc- 
tober 22, 1951. 


Most of such projects were mere 
possibilities for which expendi- 
tures might have to be made in 
the future, some, if at all, in the 
remote future. Southland Indus- 
tries, Inc., TC Memo. Op., Docket 
#3387, entered October 31, 1946. 


The corporation should not be 
penalized because, for reasons 
beyond its control, it was unable 
to complete a program of expan- 
sion which it had honestly and 
in good faith planned. Thomas S. 
Lee Enterprises, Inc., TC Memo. 
Op., Docket ##26662-3, entered 
June 29, 1953. 


There was no assurance that a 
new lease could be obtained; so 
plans were made to purchase the 
building if possible. Shaw 6 
Keeter Motor Company, TC 
Memo. Op., Docket #26977, en- 
tered August 16, 1951. 

There was undisputed showing 
that in the two taxable years and 
the two subsequent ones, aggre- 
gate equipment purchases exceeded 
earnings. T. Smith & Son, Inc., 
TC Memo. Op., Docket #108417, 
entered September 7, 1943. 


No reason was shown why all or 
a substantial part of its nonop- 
erating assets could not have been 
used for this purpose. Southland 
Industries, Inc., TC Memo. Op., 
Docket #3387, entered October 31, 
1946. 

This corporation was a broker 
which did not take physical pos- 
session of inventories. E. L. Bride 
et al., TC Memo. Op., Docket 
##34598-9, entered October 30, 
1953. 








JUST 


New fa 


The dir 
presiden 
ties. 


Capital 
new ent 
not rene 


Additiot 
quired. 


Anticipa 
would 1 
ment. 


Plans ex 
of additi 


Increasin 
dicated 
far excee 


Expansic 
sideratio 


New del 
sired. 


The corg 
by lack 


space. 


Growth ° 


Establish 
tion was 


New equ 
oped. 


A new bi 








X.UM 


EXPANSION 


JUSTIFICATION ADVANCED 


New facilities were needed. 


The directors had authorized the 
president to acquire new facili- 
ties. 


Capital was needed to launch a 
new enterprise if a franchise were 
not renewed. 


Additional equipment was fe- 
quired. 
Anticipated increased _ business 


would require additional equip- 
ment. 


Plans existed for the acquisition 
of additional machinery. 


Increasing costs of machinery in- 
dicated that replacements would 
far exceed existing reserves. 


Expansion plans were under con- 
sideration. 


New delivery equipment was de- 
sired. 


The corporation was handicapped 
by lack of garage and storage 
space. 


Growth was anticipated. 


Establishment of a servicing sta- 
tion was planned. 


New equipment had to be devel- 
oped. 


A new building was contemplated. 


(continued) 
FINDING 


Land actually was purchased for 
these facilities. General Smelting 
Company, 4 TC 313 (1944). 


Earned surplus at the start of 
the taxable year was greater than 
the estimated cost of the facili- 
ties. World Publishing Company 
v. U.S., 169 F. (2d) 186 (CCA- 
10, 1948). 


The company had no need for 
its existing surplus, as it was 
known that the franchise would 
not be renewed. Egan Inc., T.C. 
Memo. 1955-117. 


The expenditure of a large sum 
during the subsequent two years 
was foreseeable and planned for 
during the taxable years. Litch- 
field Creamery Company, TC 
Memo. Op., Docket #110318, en- 
tered October 19, 1943. 


Large purchases had been made 
before wartime restrictions could 
interfere. Walkup Drayage & 
Warehouse Co., TC Memo. Op., 
Docket ##3271-2, entered June 
25, 1945. 


A reserve was created and space 
was set aside, even though pri- 
orities could not be obtained yet. 
Universal Steel Company, 5 TC 
627 (1945). 


It was necessary to set aside part 
of earnings in addition to regular 
reserves to cover depreciation. 
Steele’s Mills v. Robertson, EXG.. 
N.C., 1943. 


These plans actually were carried 
out. Coca Cola Bottling Works v. 
U:§.; 33. F. Sapp. 992° (BiC., 
Tenn., 1944). 


Evidence established the immedi- 
ate need for this equipment, actual 
purchase of which had been au- 
thorized by the directors in the 
taxable year. Little Rock Towel 
& Linen Supply Company, TC 
Memo. Op., Docket #24230, en- 
tered January 18, 1952. 


Contractors were consulted in this 
respect in the second of the three 
years involved. Hansen Baking 
Co., Inc., TC Memo. Op., Docket 
#35612, entered June 18, 1953. 


But any serious purpose to ex- 
pand had been abandoned. Wil- 
liam C. De Mille Productions, 
Inc., 30 BTA 826 (1934). 


This seemed advisable to meet 
the demands of an important cus- 
tomer. L. R. Teeple Company, 47 
BTA 270 (1942). 


Improved processes required more 
costly equipment. Wean Engi- 
neering Company, Inc., TC Memo. 
Op., Docket ##107584, 109876, 
entered July 24, 1943. 


The tenure of the existing prem- 
ises was limited. Construction of a 
new building was necessary to 
get a long tenure; but no action 
had been taken, and available 
funds were on hand. Gus Blass 
Company, 9 TC 15 (1947). 


EXPANSION (continued) 


JUSTIFICATION ADVANCED 


More space might be needed. 


Additional 
quired. 


equipment was fe- 


Enlargement of the taxpayer's 


premises was desirable. 


The market for logs was drying 
up and the taxpayer had to ac- 
quire its own timber lands. 


Although it was not possible to 
purchase equipment during the 
taxable year because of wartime 
restrictions, it was anticipated 
that in the near future the pur- 
chases would be possible. 


A new manufacturing division 


was to be financed. 


It was necessary to replace equip- 
ment in the building in which the 
taxpayer operated its business. 


Necessary expansion had been de- 
ferred only because of uncertainty 
as to the form it should take. 


Certain fixed assets had to be ac- 
quired for the business. 


Acquisition of facilities was con- 
sidered. 


THE 


CONTROLLER..... is 


FINDING 


No investigation or attempt to 
find space had been made; no 
plan was under consideration in 
the taxable year. Glenside, Inc., 
TC Memo. Op., Docket #39012, 
entered August 31, 1953. 


The general expansion plan 
was demonstrated by subsequent 
events to have required large 


sums. California Motor Transport 
Co., Ltd., TC Memo. Op., Docket 
##108467-8, 111612-3, entered 
April 23, 1943. 


Because of wartime restrictions, 
the corporation in the taxable year 
had no reasonable basis for con- 
cluding that the work could be 
done at any ascertainable time in 
the future. Colonial Amusement 
Corporation, TC Memo. Op., 
Docket #13257, entered July 27, 
1948. 


If the company wanted to con- 
tinue in business, the retention of 
increased liquid assets was justi- 
fied. Defiance Lumber Company, 
TC Memo. Op., Docket #34067, 
entered July 8, 1953. 


At the end of the taxable year 
there was ample justification for 
optimism with respect to an early 
successful termination of the war; 
hence it was prudent business to 
retain earnings to have sufficient 
funds to pay the cost of the pro- 
gram to which the corporation 
was committed. World Publishing 
Company v. U.S., 104 F. Supp. 
784 (D.C., Okla., 1952). 


The company’s history showed 
steady growth and expansion, and 
the evidence was that the intro- 
duction of the new line would re- 
quire substantial operating funds. 
Metal Office Furniture Company, 
TC Memo. Op., Docket ##107369 
and 238, entered October 28, 
1952. 


The taxpayer never had bought 
equipment for the premises that 
it leased, and there was no evi- 
dence that this policy had been 
changed in the taxable year. 
Latchis Theatres of Keene, Inc. 
et al. v. Commissioner, 214 F. 


(2d) 834 (CA-5, 1954). 


Question existed as to whether 
the corporation should expand its 
present facilities or build in an- 
other location; this required time 
to work out. Korrick’s, Inc., TC 
Memo. Op., Docket ##31448 and 
35298, entered March 27,, 1953. 


Such assets were needed and posi- 
tive action was taken as soon as 
extraneous factors permitted. Na- 
tional Yarn Corporation, TC 
Memo. Op., Docket #19451, en- 
tered July 19, 1950. 


The record did not show that any 
definite action ever was taken to 
acquire such facilities. E. L. Bride 
et al., TC Memo. Op., Docket 
##34598-9, entered October 30, 
1953. 
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EXPANSION 


JUSTIFICATION ADVANCED 


More powerful equipment was de- 
sired. 


Worn-out capital assets needed to 
be replaced. 


Acquisition of new properties was 
under consideration. 


Taxpayer (a radio company) con- 
templated entry into the merchan- 
dise field, 


Funds were needed for entry into 
a costly field of endeavor. 


It was desired to acquire an in- 
terest in other publishers, as the 
expansion of the taxpayer's own 
newspaper had reached its practi- 
cal limits. 


It was desirable for a manufac- 
turer to have a retail outlet. 


Expansion into other fields was 
contemplated. 


New plants were required closer 
to important customers. 


It was planned to acquire property 
adjoining the taxpayer's to get 
rid of certain nuisances and to 
expand. 


New locations were required be- 
cause of a shift in population 
areas. 

A new factory and sales agency 
were planned 


A new plant was desired for faster 
servicing of customers. 


(continued) 


FINDING 


Shortly before the taxable year, 
the Federal Communications Com- 
mission announced that no equip- 
ment with greater power would 
be licensed. Southland Industries, 
Inc., TC Memo. Op., Docket 
#3387, entered October 31, 1946. 


In the taxable year, 75% of the 
mechanical equipment needed re- 
placement because of heavy war- 
time usage; and there was an ob- 
solescence factor. Thomas S. Lee 
Enterprises, Inc., TC Memo. Op., 
Docket ##26662-3, entered June 
29, 1953. 


The property was not purchased 
until two years later, and then 
only after a change in the man- 
agement. United Block Company, 
Inc. v. Helvering, 123 F. (2d) 
704 (CCA-2, 1941). 


Expected investment in a mer- 
chandising enterprise had no bear- 
ing on the needs of the broad- 
casting business in which the tax- 
payer was engaged. Southland In- 
dustries, Inc., TC Memo. Op., 
Docket #3387, entered October 
31, 1946. 


There was no requirement that 
the taxpayer have any specific fi- 
nancial responsibility. Reynard 
Corporation, 37 BTA 552 (1938). 


The actual acquisition of such 
newspapers (some in the taxable 
year) refuted the Commissioner's 
contention that there was an un- 
reasonable accumulation. Craw- 
ford County Printing and Pub- 
lishing Company, 17 TC 1414 
(1952). 

Investing in a retail outlet was 
reasonably related to the manu- 
facturer’s business. Defiance Lum- 
ber Company, TC Memo. Op., 
Docket #34067, entered July 8, 
1953. 


The plans testified to never were 
carried out, and the failure to 
carry them out was not satisfac- 
torily explained. Wilkerson Daily 
Corporation, Limited v. Commis- 
sioner, 125 F. (2d) 998 (CCA-9, 
1942). 

Competitors enjoyed freight rate 
advantages as against the existing 
location of the taxpayer. J. E. 
Baker Company, BTA Memo. Op., 
Docket #87758, entered June 6, 
1959. 

This land was the only realty po- 
tentially available for the expan- 
sion of the company. Charleston 
Lumber Company v. U.S., 20 F. 
Supp. 83 (D.C., W.V., 1937). 


This permissible objective never 
was abandoned. J. L. Goodman 
Furniture Co., 11 TC 530 (1948). 


Competitors were more advan- 
tageously located than was the 
taxpayer. L. R. Teeple Company, 
47 BTA 270 (1942). 


The company’s long-standing pol- 
icy was to finance expansion proj- 
ects out of earnings. Howard 
Flint Ink Co., BTA Memo. Op., 
Docket #108376, entered July 14, 
1942. 
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EXPANSION (continued) 


JUSTIFICATION ADVANCED 


The taxpayer desired to increase 
the number of its stores. 


Erection of a new theatre was 
planned if the lease on the present 
building could not be renewed. 


It was desired to develop the 
taxpayer's ranchlands for oil pur- 


poses. 


Patents on the taxpayer’s princi- 
pal product would run out, neces- 
sitating funds to develop and mar- 
ket new products. 


New product development was 
indicated to anticipate loss of cer- 
tain sales. 


FINDING 


Credible testimony established 
that expansion was reasonably 
mecessaty and that active steps 
were taken. Lane Drug Company, 
TC Memo. Op., Docket #1140, 
entered April 26, 1944. 


But the possibility of an outsid- 
er’s Operating a theatre in that 
community was remote. Twin City 
Theatres, TC Memo. Op., Docket 
#28490, entered May 12, 1952, 


An oil well was drilled in the 
following year. J. E. Mabee et al. 
v. Commissioner, D.C., Okla, 
1945. 


The company constantly had pro- 
tected its product by patent im- 
provements. And the taxpayer still 
had its plant, for conversion to 
new products or continued man- 
ufacture of the old. Trico Prod- 
ucts Corporation v. McGowan, 
169 F. (2d) 343 (CCA-2, 1948). 


A large capital outlay was te- 
quired for this purpose. Dil] Man- 
ufacturing Company, 39 BTA 
1023 (1939). 


FINANCIAL FACTORS 


A strong cash position was rfe- 
quired at all times in order for 
the company to survive. 


The company was a guarantor for 
amounts owing. 


It was necessary to anticipate busi- 
ness requirements about five years 
in advance. 


The taxpayer desired to finance 
sales with its own funds. 


It was desired to re-achieve past 
financial stability. 


Independent status was sought. 


Taxpayer wished to attain a fi- 
nancial position which would al- 
low the company to manufacture 
all the products that its engineers 
could design. 


Over the life of the business, this 
company had had three receiver- 
ships, and management feared a 
recurrence. Furthermore, read 
cash permitted purchase of jo 
lots through brokers. Lannom 
Manufacturing Company, Ince., 
TC Memo. Op., Docket ##27669 
and 32290, entered February 21, 
1952. 


A genuine liability existed. Sauk 
Investment Company, 34 BTA 732 
(1936). 


By reason of hazards, money could 
not be raised by mortgage against 
the taxpayer’s property. Mullane 
Nurseries & Tree Experts, Inc., 
TC Memo. Op., Docket #110443, 
entered December 15, 1942. 


One of the principal factors con- 
tributing to the past success of the 
business had been the practice of 
financing its own sales. Shaw & 
Keeter Motor Company, TC 
Memo. Op., Docket #26977, en- 
tered August 16, 1951. 


But the taxpayer’s financial condi- 
tion prior to the taxable year 
would have satisfied the most con- 
servative banker. W. H. Gun- 
locke Chair Company v. Commis- 
sioner, 145 F. (2d) 791 (CCA-2, 
1944). 


In view of the danger of contract 
cancellation, this did not appeat 
unreasonable. Commissioner 1. 
Cecil B. De Mille Productions, 
Inc., 90 F. (2d) 12 (CCA-9, 
1937). 


There was nothing repugnant 
about achieving this result by 
ploughing back earnings. Wean 
Engineering Company, Inc., TC 
Memo. Op., Docket ##107584 
and 109876, entered July 24, 
1943. 
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The All-New, All-Electric Calculating-Adding Machine 


figures faster than you think. Unusuaty quiet in 
operation, yet fully one-third faster than most 10-key ma- 
chines. You get clear, accurate answers to every business 
problem involving addition, subtraction, multiplication and 
even division. Get a demonstration on your own figure 
work—simply mail the coupon below. 
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o SUPER-FAST—Operates at startling i (annonce 1 
speed of 202 printings per minute— a 





figures faster than you think. 











UNUSUALLY QUIET—Rotary action, 
combined with exclusive Segment 
printing, eliminates annoying clatter 
usually found in ordinary machines. 


VISI-BALANCE WINDOW — Automat- 
ically registers and continually 
shows true debit or credit balance 
at all times. 





COMPACT KEYBOARD — Scientifically 
grouped to minimize lateral move- 
ments of fingers. It eliminates lost 
motion of arm and hand. 










ERASE TAB-BACKSPACER—A touch 
of the tab wipes out unintentional 
mistakes. Saves correcting of 
printed tape; permits division by 
subtraction method. 









TWO-COLOR PRINTING—Comptograph ® 
automatically prints all debits in 
black, all credits in red. 






FELT & TARRANT manuracturinc company 


SOPOT ORO CoCo ere reser re see Teer e error eeeeeeeseeeeEeeeeeeeereseeesessessseeeseerese 


1734 N. Paulina St., Chicago 22, III. 


Gentlemen: Without cost or obligation— 
© | want more information about the new COMPTOGRAPH “202” 
C) Please arrange an office demonstration 
C) Please arrange for a free office trial 













Name 
Company 
Address 
City ___Zone__ State_ ” 


Other products of Felt & Tarrant Mfg. Co.: the COMPTOMETER® DICTATION MACHINE and the COMPTOMETER® 
ADDING-CALCULATING MACHINE. Offices in principal cities and throughout the world. 
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FINANCIAL FACTORS (continued) 


JUSTIFICATION ADVANCED 


It was desired to remain inde- 
pendent of bank and other bor- 
rowing. 


Adequate working capital was 
sought. 


It was desired to become inde- 
pendent of the financing provided 
by a principal customer. 


The taxpayer sought to finance 
capital expansion through accumu- 
lated earnings rather than loans. 


Large sums were owed to the chief 
stockholder. 


Adequate working capital was re- 
quired to finance current opera- 
tions. 


Financial commitments in advance 
were needed to get materials. 


Purchases necessary for the busi- 
ness had to be paid for. 


Taxpayer desired to increase as- 
sets so that the book value of the 
stock would equal the figure at 
which it had been sold to the 
public. 


It was desired to build up surplus 
until a stipulated balance was 
reached. 


A stipulated ratio between gross 
sales and capital was deliberately 
kept. 


The company wished to build up 
its tangible resources to give its 
stock a net worth of at least $31 
per share. 


Funds were accumulated to buy 
out minority stockholdings should 
the opportunity arise. 





THE CONTROLLER...... : 


FINDING 


The taxpayer, however, had de- 
veloped successfully without bor- 
rowing from any source in the 
past. E. L. Bride et al., TC Memo. 
Op., Docket ##34598-9, entered 
October 30, 1953. 


This business, in normal times, 
had been without adequate work- 
ing capital in the sense that money 
had to be borrowed. A company 
should be permitted to operate 
on its own cash resources. Na- 
tional Yarn Corporation, TC 
Memo. Op., Docket #19451, en- 
tered July 19, 1950. 


In effect, financing already was on 
a cash basis and there was no in- 
dication that the customer con- 
templated a change. Gibbs & Cox, 
Inc. v. Commissioner, 147 F, (2d) 
60 (CCA-2, 1945). 


Past unsatisfactory experience with 
banks justified this course of ac- 
tion. Kennedy Nameplate Com- 
pany, TC Memo. Op., Docket 
#6695, entered May 29, 1947. 


Where personal funds were trans- 
ferred to a corporation without in- 
terest to invest in Securities, the 
corporation was being availed of 
to reduce personal surtaxes of 
the stockholder. Reynard Cor pora- 
tion, 37 BTA 552 (1938). 


But no extensive operations were 
carried on or contracted for in the 
subsequent fiscal year. McCutchin 
Drilling Company v. Commis- 
sioner, 143 F. (2d) 480 (CCA-5, 
1944). 


Such commitments were neces- 
sary because of the fluctuating 
state of the materials market. D//] 
Manufacturing Company, 39 BTA 
1023 (1939). 


The company had actual liabili- 
ties to meet. Sauk Investment 
Company, 34 BTA 732 (1936). 


There was no enforceable contract 
so providing. It was not shown 
that the corporation would bene- 
fit thereby. Trico Products Corpo- 
ration v. Commissioner, 137 F. 


(2d) 424 (CCA-2, 1943). 


The figure thus arbitrarily se- 
lected was not unreasonable in 
the light of corporate needs. Bosch 
Brewing Company, BTA Memo. 
Op., Docket #106385, entered 
July 27, 1942. 


This test was valueless. United 
Block Company, Inc. v. Helver- 
ing, 123 F. (2d) 704 (CCA-2, 
1941). 


There was no obligation to devote 
corporate earnings to the creation 
of asset value, nor was there an 
inflexible plan to do so. Trico 
Products Corporation v. Me- 
Gowan, 169 F, (2d) 343 (CCA-2, 
1948). 

There was no necessity for that 
policy. Williams Investment Co. 
v. U.S., 3 F. Supp. 225 (Ct. Clms., 
1933). 
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FINANCIAL FACTORS (continued) 


JUSTIFICATION ADVANCED 


It was desired to buy a dissident’s 
stock so that it would not get into 
the hands of interests unamicable 
to the policy of the taxpayer's 
newspaper. 


A strong liquid financial position 
was helpful to a manufacturer in 
getting business. 


Balance sheet strength was de- 
sired so that government business 
might be attracted. 


It was desired to finance the com- 
pany Owning the premises occu- 
pied. 


There were demands for payment 
on mortgages on the building in 
which the taxpayer operated its 
business. 


It was desired to build up surplus 
to an amount equal to an out- 
standing mortgage so as to insure 
a strong financial position. 


A strong financial statement was 
necessary. 


Financial worth was important to 
attract customers. 


Taxpayer had to maintain the fi- 
nancial strength to show custom- 
ers it could deliver any quantities 
desired. 


Accumulation was advisable as 
the company might be affected ad- 
versely by tax evasion proceed- 
ings against the chief executive. 


Potential users of taxpayer’s serv- 
ices frequently called for a finan- 
cial statement before giving orders. 


It was desired to make the tax- 
payer's stock more attractive to 
the public. 


Indebtedness had been incurred 
in the purchase of government 


bonds. 


FINDING 


As the newspaper had strong poli- 
cies on various moral issues, a 
minority could have been disrup- 
tive of the harmony of the corpo. 
ration; hence acquisition of these 
shares met a reasonable need of 
the corporation. Gazette Publish- 
ing Company v. Self, 103 F. Supp. 
779 (D.C., Ark., 1952). 


On several occasions the corpo- 
ration had reccived orders of a 
million dollars or more primarily 
because of its ability to finance 
the job without requiring ad- 
vances from the customer. Colym- 
bus Die, Tool and Machine Com- 
pany, TC Memo. Op., Docket 
#21518, entered October 28, 1952. 


This was a legitimate ambition. 
Plant Shipping Company, Inc., 
BTA Memo. Op., Docket #108344, 
entered April 11, 1942. 


There was no reason for the tax- 
payer to have supplied these 
funds. Medical Arts Hospital of 
Dallas v. Commissioner, 141 F. 
(2d) 404 (CCA-5, 1944). 


As the building actually was 
owned by a related company, the 
taxpayer was not justified in ac- 
cumulating earnings to assure 
payment of the mortgage obliga- 
tions. Latchis Theatres of Keene, 
Inc. et al. v. Commissioner, 214 
F. (2d) 834 (CA-5, 1954). 


There was no necessity for this. 
United Business Corporation of 
America, 33 BTA 83 (1935). 


Financial responsibility was of 
prime importance in _ getting 
business. Plant Shipping Com- 
pany, Inc, BTA Memo. Op. 
— #108344, entered April 11, 
1942, 


Taxpayer could sell to customers 
only when they were satisfied with 
the company’s financial ability to 
perform its contracts. Wean En- 
gineering Company, Inc., TC 
Memo. Op., Docket ##107584, 
109876, entered July 24, 1943. 


As sole supplier of the industry, 
the company did not have to in- 
crease its surplus to maintain its 
position. Trico Products Corpora- 
tion v. McGowan, 169 F. (2d) 
343 (CCA-2, 1948). 


This was justified in order to 
weather a possible economic 
slump due to bad publicity. Al 
Goodman, Inc., 23 TC —, #39 
(1954). 


This fact made it desirable that 
the corporation be at all times in 
an obviously solvent condition. 
California Motor Transport Co, 
Lid., TC Memo. Op., Docket 
##108467-8, 111612-3, entered 
April 23, 1943. 


This was a corporate need. Trico 
Products Corporation v. Commis- 
sioner, 137 F. (2d) 424 (CCA-2, 
1943). 

These purchases and debts in no 
way benefited the taxpayer's prin- 
cipal business. Jacob Sincoff, Inc. 
v. Commissioner, 209 F. (2d) 
569 (CA-2, 1954). 








A Cornerstone of Security 


for your business abroad... 


Look over this list! You'll recognize 
many of America’s oldest, strongest 
and most dependable capital stock 
insurance companies which have been 
cornerstones in the security of American 
business for generations. 


These twenty-four companies comprise 
the American Foreign Insurance 
Association. This world-wide organization 
brings the outstanding experience, 
strength and dependability of its 
member companies to the protection of 
your properties in foreign lands. 


See Your Insurance 
Agent or Broker 


An association of 24 American capital stock fire, marine and casualty insurance companies 


providing insurance protection in foreign lands 








FINANCIAL FACTORS (continued) 


JUSTIFICATION ADVANCED 


A mortgage had to be refinanced. 


Accumulation was to meet notes 
maturing at dates beginning within 
three years. 


It was intended to create and to 
support a market for stock of a 
certain company. 


The corporation received no funds 
until deliveries were made. 


Working funds were needed. 


Taxpayer wished to purchase ma- 
terials for cash from the War As- 
sets Administration for resale. 


Maintenance of substantial cash 
balances was sought for advanta- 
geous quantity purchasing. 


Taxpayer's financial condition was 
poor. 


FINDING 


There was no alternative except 
sale and loss of assets. Rofam, 
Inc., BTA Memo. Op., Docket 
##81597-8, entered April 13, 1937. 


Despite the encouraging results of 
its first two years of operations, 
the corporation was not required 
to be an incorrigible optimist and 
distribute earnings which, unless 
good business continued, would 
surely be needed to meet fixed 
maturities. Commissioner v. Ga- 
zette Telegraph Co., 209 F. (2d) 
926 (CA-10, 1954). 


Reasonable stabilization of the 
sole investment of the taxpayer 
was effected. Trico Securities Cor- 
poration, 41 BTA 306 (1940). 


Unsecured loans were not possible 
because of the taxpayer's financial 
condition. C. R. Burr & Company, 
Incorporated, BTA Memo. Op., 
Docket ##97359-60, entered May 
8, 1940. 


Yet the chief stockholder was not 
called upon to pay for his stock in 
the taxable or subsequent year. 
Belaire Management Corporation, 
21 TC 881 (1954). 


The company had submitted bids 
during the taxable year and had 
to be prepared to honor its full ob- 
ligation, even though all its bids 
might not be accepted. Eastern 
Machinery Company, TC Memo. 
Op., Docket #27371, entered Oc- 
tober 26, 1951. 


In order to compete with major 
chain operators, the taxpayer had 
to be in a strong cash position. 
A. H. Phillips, Inc., TC Memo. 
Op., Docket #18914, entered Oc- 
tober 22, 1951. 


This was borne out by the fact 
that the company president drew 
no salary. C. R. Burr & Company, 
Incorporated, BTA Memo. Op., 
Docket ##97359-60, entered May 
8, 1940. 


HAZARDS 


The taxpayer had noncancellable 
obligations, incurred in behalf of 
its principal. 


The company was contingently li- 
able in litigation. 


A large judgment would have to 
be paid if an appeal were unsuc- 
cessful. 


The company faced substantial fire 
hazards. 


There was no reason to think that 
the principal would not continue 
to reimburse the taxpayer. Belaire 
Management Corporation, 21 TC 
881 (1954). 


The amount involved was rather 
inconsiderable in terms of the 
taxpayer's accumulated earnings. 
E. L. Bride et al., TC Memo. Op., 
Docket ##34598-9, entered Octo- 
ber 30, 1953. 


An attachment of bank accounts 
already had been made, indicating 
the reality of the need. William 
C. Atwater & Company, Incor- 
porated, 10 TC 218 (1948). 


Adequate protection was lacking, 
and the taxpayer Aad in fact sus- 
tained such losses in the past. 
Bosch Brewing Company, BTA 
Memo. Op., Docket #106385, en- 
tered July 27, 1942. 
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HAZARDS (continued) 


JUSTIFICATION ADVANCED 


The taxpayer was vulnerable to 
changes in business conditions. 


A manufacturing business has haz- 
ards. 


Retention was required because 
the business was hazardous. 


The nature of the business was 
hazardous. 


Hazards existed, such as fluctuat- 
ing inventory prices and also in- 
juries arising from demolition op- 
erations. 


The sole debtor, a foreign com- 
pany, might not have been able to 
get foreign exchange permits for 
payment purposes. 


There were potential risks. 


Unfavorable legislation, which 
would result in loss of business, 
was feared. 


Business hazards existed. 


It was feared that the company’s 
one customer might be lost. 


Surplus was conserved lest an im- 
portant sales contract be not re- 
newed. 


Taxpayer's landiord could termi- 
nate the lease if the property were 
sold; and it had been listed for 
sale. 


Retention was required by risks of 
the business. 


FINDING 


80% of one crop had to be de. 
stroyed as unsalable. C. R. Bury 
& Company, Incorporated, BTA 
Memo. Op., Docket ##97359-60, 
entered May 8, 1940. 


Existence of the current position 
coupled with evidence of steady 
flow of earnings was sufficient to 
meet potential hazards. Becton, 
Dickinson & Co. v. Commissioner, 
134 F. (2d) 354 (CCA-3, 1943). 


The business did not appear espe- 
cially hazardous; the cash balance 
at the end of the taxable year was 
28 times the size of the opening 
balance. E. L. Bride et al., TC 
Memo. Op., Docket ##34598-9, 
entered October 30, 1953. 


“We are not impressed... . 
After all, [the company] had sur- 
vived whatever business hazards 
there were for a good many years. 
.. . Defiance Lumber Company, 
TC Memo. Op., Docket #34067, 
entered July 8, 1953. 


But the testimony (largely oral) 
was devoid of details or definite 
information such as actual experi- 
ence. United Iron & Metal Co. 
et al. v. Commissioner, 205 EF. 


(2d) 152 (CA-3, 1953). 


A permit never had been refused. 
Belaire Management Corporation, 
21 TC 881 (1954). 


Adverse legislation was a real 
threat. Seaboard Security Com- 
pany, 38 BTA 560 (1938). 


Agitation for a change in law had 
not become sufficiently voluble or 
tangible in the taxable year to 
support any real or substantial 
fear of its success. Albert L. Al- 
len Company, TC Memo. Op., 
Docket #112025, entered Novem- 
ber 25, 1944. 


There was danger that the talent 
and taste of the producer would 
not satisfy the public. Commis- 
Stoner v. Cecil B. De Mille Pro- 
auctions, Inc., 90 F. (2d) 12 
(CCA-9, 1937). 


The contingency was real and jus- 
tified a reserve. L. R. Teeple Com- 
pany, 47 BTA 270 (1942). 


The contract still had two years to 
run. There was no indication that 
discontinuance was contemplated. 
Reynard Corporation, 37 BTA 552 
(1938). 


A reserve against this very real 
contingency was justified, as a 
forced move would have disrupted 
production. Metal Mouldings Cor- 
poration, TC Memo. Op., Docket 
#107231, entered February 13, 
1943. 


This precious metals business was 
a hazardous one and prudence re- 
quired the maintenance of sub- 
stantial reserves to protect one en- 
gaged therein. Baker & Company, 
Inc., TC Memo. Op., Docket 
#111870, entered September 23, 
1943, 
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HAZARDS (continued) 


JUSTIFICATION ADVANCED 


The business was very hazardous. 


Hazards of the weather and of 
blight had to be faced. 


Storms were a risk. 


The grain business was highly haz- 
ardous and speculative due to sud- 
den market fluctuations. 


There were risks of possible lia- 
bility arising from negligence of 
employes. 


Taxpayer had to protect customers 
from patent infringement suits. 


Taxpayer was obliged to be in po- 
sition to defend any suits for pat- 
ent infringement brought against 
the users of its product. 


New products would be required 
when the taxpayer's basic patents 
expired. 


The taxpayer, a trucker, was a 
self-insurer. 


Picketing of the taxpayer and 
threatened strikes justified accu- 
mulation. 


War that would have hurt this 
stevedoring business seemed im- 
minent. 


Imminent threat of war made it 
advisable for the corporation to 
retain funds for lean years. 


Loss of export business was feared 
ause of war. 


FINDING 


Risks to be faced were: unex- 
pect.d exhaustion of deposits, 
threat of flood damage, serious 
competition, risk of fire. J. E. 
Baker Company, BTA Memo. Op., 
Docket #87758, entered June 6, 
1939. 


Because of these hazards, insur- 
ance against loss could not be ob- 
tained. Millane Nurseries & Tree 
Experts, Inc., TC Memo. Op., 
Docket #110443, entered Decem- 
ber 15, 1942. 


The taxpayer was in a hailstorm 
area, as a result of which insur- 
ance was too costly to carry. C. R. 
Burr & Company, Incorporated, 
BTA Memo. Op., Docket ##97- 
359-60, entered May 8, 1940. 


The speculative nature of the 
business indicated that surplus in- 
crease was not unreasonable. Kim- 
bell Milling Company, TC Memo. 
Op., Docket #24179, entered 
March 7, 1952. 


No possibility of damage suits 
was indicated in the record, no 
reserve had been set up, no claim 
had been made. Gibbs & Cox, 
Inc. v. Commissioner, 147 F. (2d) 
60 (CCA-2, 1945). 


A reserve in actual funds to meet 
such contingent liabilities was jus- 
tified by past experience. Wean 
Engineering Company, Inc., TC 
Memo. Op., Docket ##107584, 
106876, entered July 24, 1943. 


The patent position had been held 
impregnable by a court some years 
previously. Trico Products Corpo- 
ration v. McGowan, 169 F. (2d) 
343 (CCA-2, 1948). 


But there was no proof of what 
the requirements would be. Trico 
Products Corporation v. Commis- 
stoner, 137 F. (2d) 424 (CCA-2, 
1943). 


With a fleet of trucks, there was 
always the possibility that the 
corporation might be required to 
pay out very substantial sums. 
California Motor Transport Co., 
Ltd., TC Memo. Op., Docket 
##108467-8, 111612-3, entered 
April 23, 1943. 


The labor situation, though not 
compelling, was of some signifi- 
cance when viewed in connection 
with other circumstances. Lane 
Drug Company, TC Memo. Op., 
Docket #1140, entered April 26, 
1944, 


Company officials had reason to 
foresee war by virtue of the na- 
ture of cargoes being handied. T. 
Smith & Son, Inc., TC Memo. 
Op., Docket #108417, entered 
September 7, 1943. 


The taxpayer, an ocean shipper, 
was warranted in preparing for 
contingencies foreseen by its presi- 
dent on a business trip to Europe. 
Dietze & Company, Inc., TC 
Memo. Op., Docket #107053, en- 
tered November 23, 1942. 


World conditions demonstrably 
affected the export market. Wean 
Engineering Company, Inc., TC 
Memo. Op., Docket ##107584, 
109876, entered July 24, 1943. 


HAZARDS (continued) 


JUSTIFICATION ADVANCED 


Raw materials largely came from 
areas affected by anticipated war. 


FINDING 


Such imports would become inac- 
cessible if wartime conditions 
forced a cessation of maritime ac- 
tivity. Howard Flint Ink Co., BTA 
Memo. Op., Docket #108376, en- 
tered July 14, 1942. 


MANNER OF OPERATING 


Competition had to be met. 


The business was highly competi- 
tive. 


There were new risks of compe- 
tition should the taxpayer's basic 
patents become public property. 


It was desired to finance a possible 
change in the business because of 
competition. 


It was desired to lessen the gap 
between the taxpayer and its com- 
petitors. 


Conditional sales contracts had to 
be financed. 


It was desired to extend credit to 
customers. 


Higher credit sales were antici- 
pated. 


It was desired to have the means 
of extending credit to customers. 


Funds were retained to take care 
of the increase in receivables and 
inventories which would take 
place when the removal of credit 
restrictions would permit a re- 
turn to the practice of “dating.” 


The record did not show to what 
extent, if any, there were expendi- 
tures reasonably anticipated in the 
taxable year to meet competition. 
Latchis Theatres of Keene, Inc. 
et al. v. Commissioner, 214 F. 
(2d) 834 (CA-5, 1954). 


An unsupported statement was not 
enough. There should have been 
submitted the actual experience of 
the taxpayer or any of its com- 
petitors. United Iron & Metal Co. 
et al. v. Commissioner, 205 F. 


(2d) 152 (CA-3, 1953). 


The business was as free from 
hazards as any business that could 
be imagined. Trico Products Cor- 
poration v. Commissioner, 137 F. 


(2d) 424 (CCA-2, 1943). 


Nothing in the record indicated 
that such a change would entail 
an expenditure commensurate with 
the earnings retained. W. H. 
Gunlocke Chair Company v. 
Commissioner, 145 F. (2d) 791 
(CCA-2, 1944). 


There was no reason why expan- 
sion funds had to be obtained by 
stock issuance or borrowing. W ean 
Engineering Company, Inc., TC 
Memo. Op., Docket ##107584, 
109876, entered July 24, 1943. 


In the war years, such financing 
had not been necessary; but with 
the return of a competitive market, 
an organization geared to such re- 
quirements was indicated. Thomas 
S. Lee Enter prises, Inc., TC Memo. 
Op., Docket ##26662-3, entered 
June 29, 1953. 


This policy led to further busi- 
ness. Edward G. Swartz, Incor- 
porated, 33 BTA 355 (1935). 


When existing credit restrictions 
were removed, accounts receivable 
would mount. Lion Clothing Com- 
pany, 8 TC 1181 (1947). 


Customer relations were jeopard- 
ized by asking for negotiable notes 
when competitors were able to 
carry their accounts receivable on 
an open account basis. National 
Yarn Corporation, TC Memo. Op., 
Docket #19451, entered July 19, 
1950. 


This practice required the financ- 
ing of a full year’s production 
before payment was received; 
outlay for materials could not be 
recovered for a year. Lannom 
Manufacturing Company, Inc., 
TC Memo. Op., Docket #427669 
and 32290, entered February 21, 
1952. 


(Continued on page 440) 
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Raw Material Substitutes 


ODM has asked for more authority to find and develop 
substitutes for basic metals, fibers and chemicals that would 
be scarce in an emergency. ODM would like to continue 
without change the present sections of the Defense Produc- 
tion Act which permit use of priorities and allocations of 
metals and other scarce materials and also permit the fast 
tax write-off and direct purchasing authority. In addition, 
ODM is considering grants of federal funds to universities 
and other organizations for research and development, while 
another proposal would be to exempt from antitrust laws 
for up to 20 years any combined actions of companies which 
are found to be important to the national defense. 


New Business Spending Survey Urged 


The Government should make a fresh start on collecting 
data on business plant and equipment spending, according 
to a report to the FRB by a special task force committee. The 
task force said that a new monthly series should be devel- 
oped because current reports are too late to be helpful or 
are too “blurred.” 


Pension Plans 


Determining the ro per cent limitation on allowable cost 
base of a pension plan for past services, an amendment for 
such plan, which provides for substantially increased bene- 
fits, constitutes a separate supplemental plan. This cost can- 
not be added to the original cost base. 


Improvement in Savings Statistics Urged 


A special study group appointed by FRB to evaluate sta- 
tistical information now available on savings stated that sub- 
stantial improvement in the Government's statistics on in- 
dividual and corporate savings was badly needed. Specific 
recommendations included in the report were that the pres- 
ent estimates of sources and uses of corporate funds, now 
available only annually for all nonfinancial groups together, 
should be developed to the point where they can be put on 
a semiannual and later on a quarterly basis where figures 
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can be made available separately for major industry groups. 
It also recommended that monthly indicators of personal 
savings be developed and that they be made available sep. 
arately for farmers, nonfarm household, unincorporated 
businesses and private nonprofit institutions. Finally the 
study group said estimates should be prepared on the say- 
ings of federal, state and local governments along methods 
parallel to those now applied to the savings of household 
corporations and unincorporated business firms. 


Federal Spending 

During the fiscal year, beginning July 1, 1955, the Fed- 
eral Government will spend 20%, about $12.3 billion, on 
domestic programs with economic or social objectives. The 
major categories for this spending will be aids to agricul- 
ture, aids to business, veterans, labor, general economic or 
social benefits and aids to homeowners and tenants. Only 
this last named category is expected to show a ‘‘profit.” 


Tax Write-Offs 


The Treasury Secretary has said that the tax write-offs, 
now covering 20,000 industrial projects with a combined 
value of $30.6 billion, will cost the Government $880 mil- 
lion in taxes during the current fiscal year. 


Corporate Stock Purchases 


A corporation which has purchased all the stocks of an- 
other corporation may include such subsidiary in a consoli- 
dated return, even though the subsidiary’s stock is held in 
escrow as security for the purchase price. 


Incentive Compensation 


Rev-Rule 55-446 discusses the treatment of bonuses pay- 
able under an incentive compensation plan, the exact amount 
of which cannot be determined if paid by an accrual basis 
taxpayer until early in the year following the year of accrual. 


FHA Reserves 


The Federal Housing Administration has announced that 
the reserve for the largest of its insuring programs had 
enough money in it at the end of 1954 to meet losses even 
under depression conditions. This is the first time in recent 
years that a mutual mortgage insurance fund had attained a 
“balance status.’”” The FHA report noted that four other 
insurance funds had attained a balance status, while there 
is ‘“‘significant’’ narrowing of the gap between earned sur- 
plus and required reserves in the War Housing Insurance 
Fund. Four other mortgage insurance funds had not yet 
come into balance. 


Price Trend Predictions 


Government economists find no galloping inflation pat- 
tern from the 1955 pay rises. They expect the continuation 
of the spotty price-rise trend shown in the June cost of liv- 
ing index and say that sharp competition will bar across-the- 
board increases. —BENJAMIN R. MAKELA 
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l- Press a button on new Recordak ID Microfilmer . . . you get pictures of customer, check and identification 


NOW... complete identification records 
~| made instantly on low-cost [6mm film 





r Here’s important news if you’re cashing __ tection against users of forged or stolen credentials; 
at checks for customers; if you have a plant will eliminate manual record keeping; will handle 
‘4 security program ... or need an identifica- —_V!8!tors faster. 


I tion record for any reason! Personnel departments, too, will find the ID ideal 


, ; ; e for keeping a record of employees. 
Now, with the new Recordak ID Microfilmer, you ping inti 


can get a complete picture record faster, easier, and 
more economically . . . on 16mm film. 


Car rental agencies, colleges, police depart- 
ments —practically every type of business—can put 
this sensational, low-cost microfilmer to work profit- 


Imagine . . . photographing 4 persons, their checks ‘ : ; 
8 E erak ia ably. Get all the facts soon. “*Recordak’’ is a trade-mark 


and identifications for less than one cent; or 16 checks 


n 
t and identifications for the same price. vemmssees ECORDE 
RES 
The operation is surprisingly simple: Just sight the _— R K 
t customer in the viewfinder on the side of the ID (Subsidiary of Eastman Kodak Company) 
Microfilmer and press the button. 
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‘i Now look at the advantages— ongnneter of modern microfilming — 
. ; dnd its application to accounting routines 
6 Supermarkets, retail stores, hotels, etc. will drop 
t the work and risk out of check cashing. aati nla aaa i BAR. CONTE TE enero ecerme — 
No longer will you have to make a written deposit RECORDAK CORPORATION 
slip describing all checks received. And if one check— | ee ie ring y= ewer) 
9 ° . adison venue, |New OrkK <a, LN. . 
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ith the fil ads with RR es i h Cie | Gentlemen: Please send folder describing 
with the film records; or with large-size photo prints | Recordak ID Microfilmer. 1-10 
. made from them. Also, you'll deter “bad check 
, artists. Customers don’t mind the picture taking when j Name 
; they learn it makes your check-cashing policy more a= Position 
liberal and economical. 
‘ Street 
Manufacturing plants will get valuable extra pro- | 
} City _State 
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Summary of Hoover Commission Report 


On Lending Agencies 


ITHIN the Federal Government, there 
Wire 104 agencies, instrumentalities, 
or entities which employ a total of about 
40,000 people and are engaged in lend- 
ing, guaranteeing or insuring activities. 
The Government has an investment of 
about $16.9 billion in these entities which 
are authorized to call on the Treasury for 
about $14.1 billion of additional funds. 

These entities are organized in varying 
forms. Some are headed by a single ad- 
ministrator, others by “commissions,” “di- 
rectors,” and ‘‘authorities.” In most in- 
stances, they must receive specific appro- 
priations from Congress each year for all 
funds to be spent. Since 1945, 81 of the 
entities have been incorporated or other- 
wise made subject to the Government 
Corporation Control Act which is in- 
tended to impose uniform requirements 
on wholly government-owned corpora- 
tions and certain other business-type agen- 
cies. Incorporation is considered the most 
important step in providing more efh- 
cient and businesslike organizations. 

A second important step is the trans- 
formation of some of these bodies into 
“mutualized” agencies under continued 
governmental control. Mutualization is at- 
tained by requiring the beneficiaries of 


programs to make proportionate payment 
to retire capital stock owned by the Gov- 
ernment. These agencies pay their own ad- 
ministrative costs and set up their own 
reserves against losses, subject to govern- 
mental control. The Federal Reserve 
Banks, FDIC, and the Federal Land Banks 
are examples of mutualized agencies. 

The Hoover Commission finds certain 
weaknesses inherent in governmental 
lending. Chief among these are: 


The extension of agencies, either be- 
cause functions are expanded beyond their 
original purpose or because there is an 
“inner impulse to continue when they 
should be liquidated.” 

The ‘‘tendency to create activities which 
could be undertaken by private agencies.” 

Concealed subsidies. 

Policies which permit the extension of 
credit to individuals or concerns without 
adequate equities. For example: The Vet- 
erans Guaranteed Mortgage Program does 
not require the borrower to put up any 
capital and the Federal Housing Adminis- 
tration Insurance Program requires him to 
put up only 5%. 

The making of loans or guarantees 
without adequate charges (premiums, 





practical tax problems. 


2. Scholarship program. 


Taxation training program. 





TAX WORKSHOP SCHOOL 


A Non-Profit Educational Institution 


Announces that it has moved its School to larger quarters at 480 
Lexington Avenue, New York 17, N. Y.—next door to the Internal 
Revenue Service and around the corner from the Tax Court. Our 
new telephone number is PLaza 5-730. 


The Tax Workshop School will continue to offer the same high 
quality training in practical taxation, taught at a graduate level. 
New features added for the Fall Semester 1955 are: 


1. Students attending Federal Income Taxation I, II and III 
will also attend a Tax Laboratory, where they will work on 


3. New Tax Subjects added to curriculum. 


Write or telephone for our new explanatory Bulletin C., which 
contains a complete description of all subjects being offered by 
the Tax Workshop School—details of our Scholarship Program— 
a brief summary of the background of each member of our Faculty 
of tax experts—and the story about our graduate Certificate in 
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fees, interest rates) to pay administrative 
expenses and build up reserves. 

Departmental he or guaranteeing 
agencies have a fatal attraction politically. 
Pressure groups, whether business, farm- 
ers or veterans, often force the abandon- 
ment of the normal standards of prudence 
in the organization of these agencies 
which alone can assure the repayments of 
credits granted. Thus, some of the opera- 
tions practically become subsidies to a 
small fraction of the people from the tax- 
payers at large. 

“Where easy money is obtainable from 
the Government, financial integrity tends 
to deteriorate and windfalls and corrup- 
tion frequently flourish.” 


The major findings concerning lending 
agencies, which were made by the Hoover 
Commission, are as follows: 


Some agencies, serving only a small 
portion of the population, are not self- 
supporting. 

In order for the Congress to be fully in- 
formed of the management problems of 
the nonmutualized lending agencies, full 
reporting of their activities is desirable. 

The Commission found evidence of 
hidden subsidies to agencies which paid 
a lower rate of interest on funds ad- 
vanced by the Government than the Treas- 
ury had to pay to borrow the money. 

The Commission found hidden subsi- 
dies in the failure of some agencies to 
charge fees, premiums and interest rates 
sufficient to pay their administrative ex- 
penses. 

The Commission found hidden subsi- 
dies in the extent to which some agencies, 
in which the Government has investments 
on which it receives no return or an inade- 
quate return, use the money advanced by 
the Government to buy United States Se- 
curities. Thus the Government is in the 
position of paying the interest on the 
money it borrowed to make the invest- 
ment in the agency and at the same time 
paying to the agency interest on that part 
of the Government’s investment which 
the agency has used to buy U. S. Securi- 
ties. 

There is no present mechanism for co- 
ordinating the policies of the various 
lending entities with the credit policies 
of the Department of the Treasury. Thus 
the actions of individual agencies may 
work against the achievement of the credit 
policies desired at any one particular time 
by the Treasury. 


The recommendations made by the 
Hoover Commission have been designed 
to correct the weaknesses noted above. 
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MONDAY, NOVEMBER 7 


A.M. 


GENERAL SESSION: Subject—Manavement Plan- 
ning and Control. Panel from Bank of Amer- 


ica, San Francisco. 


LUNCHEON 


Subject—Practical Psychology in Business. 
Speaker—-Dr. Clifford E. Maser, Dean, School 
of Business and Technology, Oregon State Col 
lege, Corvallis, Oregon. 


P.M. 


INDUSTRY CONFERENCES: Banking and Invest- 
ment; Drugs, Cosmetics and Soaps; Fire and 
Casualty Insurance; Foods, Beverages and 
Allied; Mining and Extractive; Printing and 
Publishing; Textiles and Apparel. 


TUESDAY, NOVEMBER 8 
A.M. 


GENERAL SESSION: Subject—Preparation for 
Growth. Speaker—T. T. Arden, Executive Vice 
President, Robertshaw-Fulton Controls Co. 
Subject—The Economic Scene. Speaker—Dr. 
Neil H. Jacoby, Dean, School of Business Ad- 
ministration, University of California, Los 
Angeles, and former member, President’s Coun- 
cil of Economic Advisers. 


LUNCHEON 


Subject—Rebuilding the Internal Revenue 
Service. Speaker—T. Coleman Andrews, Com- 
missioner of Internal Revenue. 


P.M. 


INDUSTRY CONFERENCES: Chemical, Paint and 
Allied; Electrical Manufacturing; Life Insur- 
ance; Machinery Manufacturing; Metals Manu- 
facturing; Paper Products; Printing and Pub- 
lishing; Public Utilities. 


BANQUET 


Subject—Future of Aircraft. Speaker—Robert 
E. Gross, President, Lockheed Aircraft Corpora- 
tion. 


SPONSORED BY THE LOS ANGELES CONTROL - HOTEL STATLER - LOS ANGELES 





CONTROLLERS INSTITUTE OF AMERICA 


Program 


Trip to Disneyland for the ladies. 


WEDNESDAY, NOVEMBER 9 
A.M. 
GENERAL SESSION: Sxbject—Electronics for 
Business. Panel headed by George Kozmetsky, 
Head of Computers & Controls Division, Litton 
Industries. 
LUNCHEON 

Subject—World Trade and World Affairs. 
Speaker—Dore Schary, Vice President in 


Charge of Production and Studio Operations, 
Metro-Goldwyn-Mayer. 


Other Euents 


SUNDAY 
Reception and cocktail party for members and 
Wives. 

MONDAY 


Buffet Brunch on the terrace of the Statler 
Hotel for the ladies. 


Dinner Dance and Floor Show at the Biltmore 
Bowl. 


TUESDAY 


For information on registration 
write lo 


CHARLES J. J. Cox 
Controller 
Western Air Lines 
P.O. Box 10,005, Airport Station 


Los Angeles 45, California 














AMA Surveys Compensation on Two Levels 


MIDDLE MANAGEMENT 

The average American “middle man- 
agement’’ business executive receives a 
salary of $11,200 a year, according to 
the American Management Association's 
fourth annual survey of middle man- 
agement compensation. 

The new survey, the most comprehen- 
sive of its kind ever made, covers the 
compensation paid by more than 100 
American companies last year to ap- 
proximately 3,200 executives in “middle 
management” jobs (those between the 
policy-making level and that of general 


foreman or supervisor). Typical of the 
positions studied are those of district 
sales manager, plant manager, chief cost 
accountant, office manager, labor rela- 
tions manager, divisional purchasing 
agent, and chief project engineer. 

Other characteristics of the average 
“middle man of management,” as in- 
dicated by the survey, include the fol- 
lowing: 

His annual salary is between $7,000 
and $14,900; two thirds of the salaries 
reported in the survey fall within this 
range. He receives much the same sal- 
ary as other men in the same job with 








Get there faster...arrive fresh and relaxed! 


Fly UNITED fo 
the convention of the 


CONTROLLERS INSTITUTE OF AMERICA 


Los Angeles, Nov. 6-9 


Fly United to the Convention! 
You’re only hours away on the 
Main Line Airway, and United’s 
new DC-7s—the world’s fastest 
airliners, now fly from New Eng- 
land, Chicago, New York, Wash- 
ington to Los Angeles. Imagine, 
leave New York at 9:30 a.m., be 
in Los Angeles at 3:05 p.m. 


United’s First Class service offers 
delicious meals aloft and deluxe 
“red carpet” luxury on ‘“The Con- 
tinentals.’”’ There’s also a half-fare 
family plan, optional routing priv- 
ileges to extra cities at no extra 
fare. Or take advantage of thrifty 
Air Coach service with uncrowded 
2-abreast seating comfort. 


Pre- and Post-Convention tours to Hawaii 


Make the most of your trip. Enjoy 
a Hawaii Holiday via United. 7 
days including hotel, round trip 


Bom 


fare from California and sightsee- 
ing as low as $271, plus tax. Other 
tours available up to 22 days. 


UNITED AIR LINES 


436 


Call your nearest United office today! 


the same responsibility in other parts of 
the country; the survey showed little 
practical difference among middle man- 
agement salaries as a result of varia- 
tions in geographical location. Salaries 
do vary, however, with responsibility 
and among departments; for example, 
the average annual compensation of re- 
gional and district sales managers is 
$12,000, compared to $14,000 for fac- 
tory managers and factory superintend- 
ents. 

The average middle management 
man’s salary is not supplemented by 
such forms of extra compensation as 
bonuses and the privilege of buying 
company stock; only 36 per cent of the 
executives surveyed received bonuses 
last year and even fewer were eligible 
for stock purchase plans. However, he 
probably is covered by company pen- 
sion, group life, and group hospitaliza- 
tion programs. For the most part, he 
receives no additional compensation 
when he works overtime. 

He is 45 years old and has been in 
his present job for four years. Seventy 
per cent of the executives covered by 
the study have been in their present 
positions for less than seven years. 

The 1955 middle management sur- 
vey covers salaries and other forms of 
compensation paid to middle manage- 
ment executives in the year that ended 
between December 1954 and February 
1955. The individuals whose compen- 
sation was studied are found in 53 dif- 
ferent positions in the fields of market- 
ing, manufacturing, financial and legal, 
industrial relations, purchasing, and 
engineering and research. These 53 po- 
sitions are subdivided, according to 
levels of responsibility, into 111 differ- 
ent job levels. For each job the survey 
reports representative salaries and mini- 
mums and maximums of salary ranges. 

The companies included in the sam- 
ple are mostly manufacturers of durable 
and nondurable goods; there also are 
banks, utilities, and various types of 
commercial and service firms. They are 
located throughout the United States. 
In size they range from less than $2 
million to more than $500 million an- 
nual sales and from less than 1,000 to 
more than 15,000 employes. 


Profit Leaks 


How to find and plug them 
McCORMICK & COMPANY 


Consulting Management Engineers 











Park Building Yonke s, N. Y. 
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FOREMEN 


The “typical’’ American production 
foreman earns $6,241 a year, according to 
a survey of foremen’s compensation re- 
leased by the Executive Compensation 
Service of the American Management As- 
sociation. The survey, conducted from De- 
cember 1954 to February 1955, covered 
6,500 foremen in more than 100 compa- 
nies in various sections of the country. 
From its results emerged the following 
profile of the typical foreman: 

He is 45 years old and has been on his 
present job eight and a half years. He su- 
pervises 42 hourly workers. Last year his 
salary was raised by 6.3 per cent; 66 per 
cent received raises in 1954. He may or 
may not have received a bonus in addition 
to his regular salary. 

The study, the first on foremen’s com- 
pensation ever conducted by the AMA, 
covered four categories of foremen: The 
typical production foreman; the foreman 
of a major production department; the 
general foreman; and the maintenance 
foreman. In durable goods industries, the 
average major department foreman earns 
$7,416 a year; the average general fore- 
man, $8,479 a year; the average mainte- 
nance foreman, $6,822. 

All these figures apply only to first-line 
supervisors in durable goods industries. 
In nondurable goods industries, salaries, 
salary increases, and bonuses of foremen 
tend to be somewhat lower. The average 
major department production foreman 
earns $6,856 a year in nondurable goods 
industries, and the average nondurable 
goods general foreman earns $8,000. The 
only exception to this rule is the mainte- 
nance foreman, apparently because the 
skills required are much the same regard- 
less of the industry. For him, the salary 
difference is much less; in nondurable 
goods he earns $6,716 a year compared 
to $6,822 in durable goods. 

Only 25 per cent of the individuals in 
the typical production foreman category 
in nondurable goods industries received 
bonuses last*year. Raises were given to 54 
per cent of them and the average salary in- 
crease was 6 per cent. 

The Executive Compensation Service 
found no practical differences in fore- 
men’s compensation among various parts 
of the country. This is not the case with 
hourly employes, the report points out. 
There are known regional differences in 
average hourly wages. In the case of fore- 
men, however, the survey indicated that 
differences in job content—particularly 
the number of employes supervised —were 
more important than location in determin- 
ing the salaries paid. 

The range of salaries for each position, 
tegardless of industry, company size, or 
location, is fairly narrow, the study 
showed. Ninety-five per cent of all the 
salaries reported in the survey fall between 
$4,600 and $10,000. 
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How ul Baltimore Business Form 


takes the place of IS 


—and helps speed Musselman’s 
fine food products to your 
table at the same time! 


The C. H. Musselman Company, 
Biglerville, Pa., famous as a packer 
of fine food products, has been a 
customer of Baltimore Business 
Forms for many years. Recently, 
our experts devised a way to incor- 
porate five different forms—invoice, 
railroad bill of lading, truck bill of 
lading, shipping order and factory 
release form—in one. Result: Less 
paper work, speedier invoicing, and 
most important, faster shipment of 


the company’s products to your 
grocer—and your dinner table! 


WHAT’S YOUR PROBLEM? 


Since 1916, Baltimore Business 
Form’s design and manufacturing 
experts have solved countless prob- 
lems in serving over 60,000 of the 
nation’s leading business houses. 
Our wealth. of experience in design- 
ing forms to fill specific require- 
ments ideally qualifies us to help 
you. Remember, often a single sug- 
gestion may save hundreds... even 
thousands . . . of dollars for your 
company. So, write us for help in 
solving your business forms prob- 
lems. No obligation, of course. 


The Baltimore Business Forms Company 





(THE BALTIMORE SALESBOOK COMPANY) 


Saving time and reducing costs in business and industry 


The Baltimore Sclesbook Company, 3140 


We are interested in seeing samples of Baltimore Business Forms. 


ee rarer ae een ee 


Company 





Type oF Business. 
Address =—— 
City 





Frederick Avenue, Baltimore 29, Md. 
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Continuation Seen for Tax Duplication 


Federal, state and local governments 
will have to continue taxing from the same 
sources while the cost of government re- 
mains high, according to a report of the 
Commission on Intergovernmental Rela- 
tions. The Commission feels that, ‘‘the best 
chance of reducing tax overlapping prob- 
ably lies in the major reduction of the over- 
all level of taxation, since this may result 
in the full repeal of certain taxes of one 
jurisdiction or another.”’ Tax overlapping, 


it added, can best be reduced by the na- 
tional government, although some state 
action also is needed. 

The report also urged the pay-as-you-go 
policy for an expanded highway program, 
contrary to the President’s recommenda- 
tion to Congress. 

Other recommendations of the Commis- 
sion included: 


Taxes—the national government should 
inaugurate a broad system of payments 








SIMPLIFY ADDRESSING AND LIST HANDLING 
with SCRIPTOMATIC® 


The Only System to Print Directly from Card Address 
Masters to Envelopes...Booklets...Mailing Tape 


IF YOU HAVE LARGE LISTS: 





Scriptomatic Reduces Material and Labor Costs — Paper 
address masters eliminate cost of metal plates or 
stencils . . . are typed quickly and easily with 
ordinary typewriter . . . on continuous forms if 
desired. Other forms, such as labels, can be pre- 
pared at the same time. Scriptomatic masters save 
filing space, too . . . require as little as 1/16 the 
space of regular stencils. 


COMPLEX LISTS: 


Scriptomatic Increases List Flexibility and Selectivity — 
Any tabulating machine card can double as a 
Scriptomatic master. Scriptomatic tab card masters 
keep all pertinent data available on a single card 
. eliminate time and cost of maintaining dupli- 
cate lists. All the selective flexibility of any stand- 
ard tab card is retained by Scriptomatic, using the 
card itself as the master for addressing any type 
of promotional material or mailing tape. 
SCRIPTOMATIC ADDRESSING MACHINES NOW 
AVAILABLE WITH ELECTRONIC SENSING FOR 
MASTER SELECTIVITY WHILE ADDRESSING. 













if addressing and list handling procedures present problems in your office 
—investigate Scriptomatic, now! Actual case studies of leading users prove 
Scriptomatic methods the simplest, fastest and most economical possible. 


DESCRIPTIVE MATERIAL AND CASE STUDIES AVAILABLE AT NO OBLIGATION. 
WRITE TODAY. 


® Scriptomatic is a registered Scriptomatic, Inc. trademark. 


SCRIPTOMATIC INC. 


318 North lth Street, Philadelphia 7, Pa. 
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to state and local governments in view 
of taxes on property that have been 
stricken from the tax rolls. 


Grants in Aid—a grant should be made or 
continued only for a clearly indicated 
and presently enforced national objec- 
tive. 


Education—tesponsibility for providing 
general public education should con- 
tinue to rest squarely on the states and 
their political subdivisions. If it is 
clearly established that a state does not 
have sufficient tax resources to support 
an adequate school system, the national 
government would be justified in assist- 
ing such states temporarily in financing 
the construction of school facilities. 
Cash grants for school lunch programs 
should be reduced and eventually elimi- 
nated. 


Civil Defense—Congress should tre-allo- 
cate primary responsibility from state 
and local governments to the national 
government which should be respon- 
sible for over-all planning and direction 
of this program. The states and locali- 
ties would be responsible for day-to-day 
planning operations and adaptation of 
national policies and doctrines to local 
situations. 


Employment Security—the present practice 
of allowing employers to use the state 
payroll tax as an offset up to 90% 
against the federal tax should be con- 
tinued. The federal government should 
continue to use 100% of the administra- 
tive costs of unemployment compensa- 
tion. 


Agriculture—agricultural conservation pay- 
ments should be placed on a grant-in- 
aid basis, with the states assuming a patt 
of the cost and with state administration: 
as soon as possible. 


Housing and Urban Renewal—tesponsi- 
bility for the initiation and administra- 
tion of public housing, slum clearance 
and urban and rural programs rests with 
state and local governments. The na- 
tional government should continue, with 
certain modifications, technical assist- 
ance to state and local governments. 


Public Health—as additional funds be- 
come available for research in the health 
sciences, the national government should 
decentralize such research to institutions 
or states equipped to conduct this re- 
search. 


Civil Aviation—federal aid for airport 
construction should be continued but 
with one modification in that the ade- 
quacy of federal aid should be studied 
in the stimulation of airport develop- 
ment on a regional basis. 
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Business Forecast 


Widespread expectations of continuing 
boom levels of business for the remainder 


‘of the year are causing a growing number 


of business executives to plan on larger 
inventories over year ago levels, and the 
number of those who expect to increase 
their selling prices is also rising, accord- 
ing to successive surveys of businessmen’s 
expectations conducted by Dun & Brad- 
street, Inc. 

Larger inventories are expected by 6 
per cent more executives interviewed in a 
survey completed July 2, 1955 than in an 
eaflier survey made in April. In the July 
survey, executives were asked to compare 
their expectations for the fourth quarter 
of 1955 with the corresponding period of 
1954, while the April survey was based 
on third quarter comparisons. 

In the July 1955 survey, 35 per cent 
of the businessmen reported that they 
planned to carry higher inventories, in 
contrast with 12 per cent who anticipated 
lower inventories and 53 per cent who 
said they thought their fourth quarter in- 
ventories would show no change from 
fourth quarter inventory levels of 1954. 

As for projected price levels of their 
products, 8 per cent more executives in- 
terviewed in July expected to raise their 
ptices than was reflected in the April 
survey. The latest figures showed that 26 
per cent of the concerns anticipated 
higher fourth quarter prices, while 69 
per cent expected no change and only 5 
per cent planned for lower fourth quarter 
prices compared with year ago levels. 

Most numerous among those who ex- 
pected higher fourth quarter selling prices 
compared with those of the previous year 
were wholesalers, of whom 33 per cent 
believed prices would be raised, followed 
by manufacturers of durable goods, of 
whom 28 per cent held a similar view. 

The survey was conducted among a na- 
tionwide cross section of 1104 manufac- 
turers, wholesalers and retailers who were 
interviewed by the agency staff of financial 
reporters. 

Anticipations of higher dollars sales 
were expressed by 77 per cent of all con- 
cerns interviewed and 61 per cent were of 
the opinion that their net profits after 
taxes would be larger than for the fourth 
quarter of 1954. The latter period is gen- 
erally regarded as the quarter which 
marked the recovery from the earlier 1954 
business set-back. The recent survey also 
disclosed that 19 per cent of the business 
men planned on increasing the number of 
their employes, 77 per cent expected to 
have the same number, and 4 per cent be- 
lieved the number of their employes 
would be lower than for the correspond- 
ing year end quarter of 1954. 

Nearly three out of every four manu- 
facturers looked forward to increased lev- 
els of new orders. 


THE CONTROLLER * SEPTEMBER, 1955 





Stop unaccountable 
inventory shrinkage 


with Cummins controls 


Everyone with an inventory has in- 
ventory shrinkage. Spoilage, obsoles- 
cence and scrap are some of the 
known causes. But everyone with an 
inventory also finds, at each audit, 
an additional shrinkage that is not 
accountable. 

Unaccountable inventory shrink- 
age can be caused only two ways— 
by paying for something you don’t 
get or shipping something you don’t 
get paid for. 

Cummins Controls plug both leaks. 

Cummins Invoice Canceling pre- 
vents accidental double payments, re- 
duces accounting costs and provides 
a mechanical control that saves the 
chief accounting executive consider- 
able time that would otherwise be 
spent in routine surveillance. It also 
provides maximum safety from dis- 





Cummins Invoice Canceling Perforator cancels 
invoices, supporting papers with holes you can 
read, virtually eliminates accidental and in- 
tentional duplicate payment of invoices. 


fi 









Since 1887 0 


Cummins 
Business 
Machines 
sales and 
service 
offices in 
principal cities. 


Name_____- 








pe 


C1] Invoice Canceling 


Name of Business_ 


Address of Business. 


bursement fraud — the greatest single 
source of loss to American business. 

Cummins Order Control insures 
proper billing of all shipments, pre- 
vents unauthorized withdrawals of 
merchandise, simplifies audits. With 
any other order system, the cost of a 
complete check out of all orders en- 
tered is so great that it is seldom car- 
ried out. Cummins Order Control 
gives you a check out with no extra 
effort, automatically, every day. 

On the basis of a 10 percent profit 
on sales, every dollar saved in reduc- 
ing inventory shrinkage is worth at 
least $10 in new sales. For full infor- 
mation on these Cummins systems 
for controlling inventory shrinkage, 
mail coupon or consult your tele- 
phone directory for the name of your 
nearest Cummins representative. 





ad 


a 
Cummins Order Control Perforator numbers or- 
der sets consecutively with holes you can read, 
gives absolute control over all business trans- 
actions, permits easy check outs. 


IN BUSINESS AND BANKS @ SINCE 1887 


Omni 


CUMMINS BUSINESS MACHINES 

Division of Cummins-Chicago Corp. 

Dep:. C-95, 4740 N. Ravenswood «ve., Ch'cago 10, Ill. 
Please send me full information on Cummins 


Ms 


(0 Order Control 


=— 
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Reasons for Retention of Earnings 


(Continued from page 431) 


MANNER OF OPERATING (continued) 


JUSTIFICATION ADVANCED 


Higher working capital was 


needed. 


Taxpayer required a strong cash 
position to finance sales to major 
customers. 


It was desired to invest in an im- 
portant customer to prevent loss 
of the account. 


Part of surplus was invested in 
the stock-of a customer. 


Taxpayer required capital to fi- 
nance its customers. 


A financial reserve was necessary 
to pay cash to sellers and to fi- 
nance buyers. 


Suppliers had to be financed. 


Changes in types and models of 
machinery were frequent. 


Taxpayer was required by its 
supplier to maintain specified in- 
ventories. 


Funds had to be retained to es- 
tablish any new divisions that 
taxpayer's supplier might require. 


Contemplated new  distributor- 
ships would have required funds. 


A new pooling arrangement for 
inventory purchases required addi- 
tional cash. 


THE CONTROLLER....... 


FINDING 


A manufacturer had notified its 
dealers (including the taxpayer) 
that minimum net working capi- 
tal requirements would be in- 
creased in the near future by 
more than 25%. Thomas S. Lee 
Enterprises, Inc., TC Memo. Op., 
Docket ##26662-3, entered June 
29, 1953. 


It was necessary to keep in con- 
dition to fulfill its contracts. 
Metal Mouldings Corporation, 
TC Memo. Op., Docket #107231, 
entered February 13, 1943. 


The contingency was real and had 
to be faced. Fisher & Fisher, Inc., 
32 BTA 211 (1935). 


These shares had been acquired 
because of the close relationship 
retained in a buyer who took the 
taxpayer's entire output. Baker & 
Company, Inc., TC Memo. Op., 
Docket #111870, entered Septem- 
ber 23, 1943. 

Customer loans never were large. 
But in the taxable years, the tax- 
payer made large unrelated invest- 
ments. J. M. Perry & Company, 
Inc. v. Commissioner, 120 F. (2d) 


123 (CCA-9, 1941). 


In the grain elevator business, 
grain depositors are similar to 
bank depositors and may require 
instant payment. Kimbell Milling 
Company, TC Memo. Op., Docket 
#24179, entered March 7, 1952. 


This seemed necessary for the 
successful operation of the busi- 
ness. Edward G. Swartz, Incor- 
porated, 33 BTA 355 (1935). 


If funds had not been kept aside 
for a reserve, there would have 
been no assurance that obsolete 
machinery could be replaced. 
Steele's Mills v. Robertson, D.C.., 
N.C., 1943. 

This quota had not been main- 
tained for several years, but the 
supplier had not waived the re- 
quirement. Shaw & Keeter Moto» 
Company, TC Memo. Op., Docket 
#26977, entered August 16, 1951. 


Taxpayer could not jeopardize its 
valuable distributor franchises by 
being in a position in which the 
supplier's increased shipments 
could not be absorbed. Thomas S. 
Lee Enterprises, Inc., TC Memo 
Op., Docket ##26662-3, entered 
June 29, 1953. 


There were definite problems of 
distribution that hi id to be met. 
Bosch Brewing Company, BTA 
Memo. Op., Docket #106385, en- 
tered July 27, 1942. 


This joining of interests made it 
possible to bid on larger quanti- 
ties; hence more cash was needed. 
Defiance Lumber Company, TC 
Memo. Op., Docket #34067, en 
tered July 8, 1953. 
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MANNER OF OPERATING (continued) 


JUSTIFICATION ADVANCED 


Income of a distributor was re- 
tained to be put into additional 
stocks and real estate. 


A distributing company wished to 
retain funds to engage in securi- 
ties transactions. 


Indebtedness existed in connec- 
tion with a securities business 
apart from the principal activity 
of a paper jobber. 


Taxpayer, with no manufactur- 
ing facilities of its own, desired 
to discontinue subcontracting. 


FINDING 


This was just the type of ac- 
cumulation that the tax was in- 
tended to discourage. R. and L,, 
Incorporated v. Commissioner, 84 


F. (2d) 721 (CCA-5, 1936). 


A company’s business needs are 
not confined to its principal ac. 
tivity. U.S. v. R. C. Tway Coal 
Sales Co., 75 F. (2d) 336 (CCA- 
6, 1935). 


Needs of an investment business, 
distinct from paper jobbing, can. 
not be pleaded as an excuse for 
the accumulation. Jacob Sincoff, 
Inc. v. Commissioner, 209 F. (2d) 
569 (CA-2, 1954). 


Negotiations actually had been 
started to obtain facilities. Wean 
Engineering Company, Inc., TC 
Memo. Op., Docket ##107584, 
109876, entered July 24, 1943. 


PAST PRACTICE 


Distribution of earnings always 
awaited the accountant’s report. 


It was the taxpayer’s policy to 
buy stocks in local companies and 
to acquire miscellaneous real es- 
tate. 


There was a regular policy of 
postponing payment of dividends 
until the accountant reported on 
the amount available; then dis- 
tribution was made of virtually 
all income per this statement. Gus 
Blass Company, 9 TC 15 (1947). 


These purchases were made to 
secure new business and to pro- 
mote civic enterprises. Charleston 
Lumber Company v. U.S., 20 F. 
Supp. 83 (D.C., W.V., 1937). 


SURPLUS CONCEPTS 


Despite a book surplus, the mar- 
ket value of investments had 
dropped to such a degree that li- 
abilities exceeded assets. 


Dimunition in value of the se- 
curities held made it inadvisable 
to distribute profits. 


There was a loss in the market 
value of the securities held. 


No surplus would exist if assets 
were valued at market. 


Shrinkage in the value of its 
capital assets prevented taxpayer 
from having any “gains and 
profits” within the meaning of the 
tax law. 


Insolvency would result from a 
distribution. 


The corporation had surplus which 
would have been taxed to the 
stockholders but for the refusal to 
pay dividends. Nipoch Corpora- 
tion, 36 BTA 662 (1937). 


The reasonable needs of the busi- 
ness are not to be regarded as con- 
trolled by the judgment of a stock 
trader as to the amount necessary 
to survive a sudden drop in the 
market or to take advantage of a 
rise. Rands, Incorporated, 34 BTA 
1094 (1936). 


No losses were realized by sale. 
The corporation had all its in- 
vestments unimpaired except that 
at the moment it could not sell 
them for so much as before. R. 
and L., Incorporated v. Commis- 
sioner, 84 F. (2d) 721 (CCA, 
1936). 


As this was an operating com- 
pany, retention seemed prudent 
under the circumstances. Edward 
G. Swartz, Incorporated, 33 BTA 
355 (1935). 


But the law does not impose the 
tax on corporations which in 
fact have gains that are not dis- 
tributed, but upon corporations 
used to permit gains to accumu- 
late to avoid shareholder tax 
A. D. Saenger, Incorporated 1 
Commissioner, 84 F. (2d) 23 


(CCA-5, 1936). 


Insolvency was a mathematical ab- 
straction, as creditors were fully 
protected. R. L. Blaffer & Com- 
pany v. Commissioner, 103 F 


(2) 487 (CCA-5, 1939). 
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UNUSUAL CONDITIONS 


JUSTIFICATION ADVANCED 


It was desired to fund accumu- 
lating depreciation. 


Earnings and profits of the com- 
pany’s first year were needed to 
catty on the business after the 
close of that year. 


The company had been in exist- 
ence only one year and the ac- 
cumulation was thus dictated as 
a measure for the uncertain fu- 
ture. 


Obsolete and worn-out furnish- 
ings and equipment had to be re- 
placed. 


Machinery had become obsolete. 


A reserve for obsolescence was de- 
sired. 


Retention was warranted to offset 
pte-judicial results of O.P.A. and 
Alcohol Tax Unit investigations. 


A renegotiation reserve was neces- 
sary. 


Profits were hazardous as_ they 
had resulted from speculation. 


The taxpayer had to make pur- 
chases without regard to its own 
discretion. 


Funds had to be retained to pur- 
chase inventories shipped by a 
manufacturer on an allotment 
asis, 


Funds were needed to release 
‘tock that was restricted as to 
dividends under a recapitalization 
Plan. 
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FINDING 


The amount of the depreciation 
reserves would have been inade- 
quate to replace the depreciating 
facilities because costs had in- 
creased. Metal Office Furniture 
Company, TC Memo. Op., Docket 
##107369, 238, entered October 
28, 1952. 


There was no need for retaining 
all the successful first year’s ac- 
cumulations. Belaire Management 
Corporation, 21 TC —, #103 
(1954). 


This fact would be important if 
the venture had been a new and 
untried experiment; but although 
the corporation was new, the 
business was an established one. 
Lane Drug Company, TC Memo. 
Op., Docket #1140, entered April 
26, 1944. 


But no work had been done in 
the 25 months between the close 
of the taxable year and the time 
of sale of the properties. Twin 
City Theatres, TC Memo. Op., 
Docket #28490, entered May 12, 
1952. 


Changes in design did take place. 
Dill Manufacturing Company, 39 
BTA 1023 (1939). 


Declining values do not prove ob- 
solescence; this was one of the 
community’s least obsolete struc- 
tures. United Business Corpora- 
tion of America v. Commissioner, 


62 F. (2d) 754 (CCA-2, 1933). 


Any unfavorable results of the 
investigations had been overcome 
by the end of the taxable year. 
Belaire Management Corporation, 
21 TC 881 (1954). 


The reserve (set up in the light 
of the general trend of renego- 
tiation proceedings) was to re- 
tire a potential renegotiation li- 
ability and appeared warranted. 
Eastern Machinery Company, TC 
Memo. Op., Docket #27371, en- 
tered October 26, 1951. 


The company had tried to carry 
stock on consignment; but since 
merchandise was not offered, the 
taxpayer had speculated on its own 
account. Considering the hazard- 
ous nature of the business, reten- 
tion was justified. In The Matter 
of John S. Barnes, Inc., Debtor, 
. eo Be SOPs). -<- CERNE... Fla. 
1953). 


The company had little control 
over its buying program but was 
dependent upon the vagaries of 
its suppliers. Universal Steel 
Company, 5 TC 627 (1945). 


Under an agency quota contract, 
the manufacturer could ship stock 
to the taxpayer with a sight bill 
of lading attached. Thomas S. Lee 
Enterprises, Inc., TC Memo. Op., 
Docket ##26662-3, entered June 
29, 1955. 


This was a need of the stock- 
holders, not of the corporation. 
Trico Products Corporation v. 
McGowan, 169 F. (2d) 343 
(CCA-2, 1948). 








Controllers Find 
Profit in 
Bibliographies 





The editor of Dun’s Review and Modern Industry says 
that 

“To have a list of worthwhile reading is to have both a 
starting point for self-enlightenment and a wide-range 
view of a particular field. These are provided by... 
bibliographies on business subjects... .” 
Controllership Foundation has published two outstanding 
bibliographies, for use by top management, which deal 
with subjects of vital interest to today’s business executive. 


Use this new descriptive reference guide for complete, 
but concise, information on: 
Who makes electronic data-processing systems 
W hat their characteristics are 
W here they are installed 
Also—over 300 annotated listings of periodical litera- 
ture 
Plus—annotated listings of books, pamphlets, pro- 
ceedings, reports 
Plus—descriptions of conferences, seminars 
and training programs 
No matter what your specific interest in electronic data- 
processing for business, this guide will tell you where 
to find the answers. $2.00 
($1.50 to members of Controllers Institute of America) 


MANAGEMENT PLANNING AND CONTROL 
An Annotated Bibliography 


Widely acclaimed as the authoritative guide to material 
on this important subject, it contains a descriptive guide 
to references on basic and general material in this field. 
In addition, there are other sections on organization for 
management planning and control; establishing the goals 
of business ; forecasting and related research and analysis ; 
planning and related research and analysis; budgeting 
and control of assets, expenses, operations; and reporting 
results and appraising performance. More than 700 en- 
tries are listed and described under these seven major 
topical classes. $6.50 


($5.00 to members of Controllers Institute of America) 


CONTROLLERSHIP FOUNDATION, INC. 


Research Arm of Controllers Institute 


Two Park Avenue * New York 16, N. Y. 
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Are your POSTAGE 
STAMPS larger than 
your LETTERS? 


They are when relative area is com- 
pared with relative cost: studies by the 
National Stationers’ and Office Equip- 
ment Association reveal that the owest- 
&rade tag-content bond for letterhead, 
envelope and onion skin costs but 244 ¢ 
a letter, or 73% of the postage. 


This ratio is affected only negligibly 
when the highest rag-content letter paper 
is used instead of the /owest. The differ- 
ence in cost is actually Jess than a 3¢ 
stamp. 


The minuteness of the extra ‘‘cost’’ is 
further pin-pointed by the fact that 
paper averages but 1% of total corre- 
spondence costs. 


Your 99% fixed cost is safeguarded 
for less than the postage when you specify 
ADVANCE BOND, the highest quality 
letter paper obtainable. Made from 
100% new white rags, this instantly im- 
pressive paper has been the choice of 
discriminating executives for genera- 
tions. 


Your regular supplier knows L. L. 
BROWN papers. It will pay you to have 
him help you select those best suited to 
your particular needs. L. L. BROWN 
PAPER COMPANY, Adams, Mass. 


L.L. BROWN 


LETTER & RECORD 
&. 
(= 





PAPERS 


“SO MUCH extra value 
FOR SO LITTLE extra cost“ 


Since 1849 
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CIA MOVES ITS NATIONAL HEADQUARTERS 





THE NEW OFFICES of Controllers Institute of America and 
its research arm, Controllership Foundation, are at Two 
Park Avenue, New York 16, N. Y. Pictured here is a gen- 
eral view of the Two Park Avenue Building in which the In- 
stitute and Foundation occupy a part of the Eighth Floor. 














Annual Reports Appraised for Trophy Awards 


A total of 1,895 industrial corporations 
and financial institutions were honored 
on June 29 by Financial World for pro- 
ducing informative annual reports for 
1954. This number compares with 1,728 
cited a year ago and qualified for the 
final judging for the bronze “‘Oscar-of- 
Industry” trophies. In its 15th interna- 
tional competition, the national weekly 
magazine rated a total of 5,000 annual 
reports entered from all over the Western 
— For the first time in the his- 
tory of the surveys, the companies cited 
with “Merit Awards’ totaled 1,895 or 
almost 37% of the 5,000 rated. 

Among the 212 managements, who 
will receive their first annual report cards 
this year in the history of the surveys for 
qualified 1954 reports, are a number of 
familiar names: American Chain & Cable 
Co., Atlas Corporation, D.W.G. Cigar 
Corp., Diebold, Inc., Doeskin Products, 
Inc., Lehman Corporation, Miles Labora- 


tories, Nehi Corporation, New York Air- 
ways, Norfolk & Western Railway, Piper 
Aircraft Corp., L. C. Smith & Corona 
Typewriters, Inc., Technicolor, Inc., Todd 
Shipyards Corp., Warner Bros. Pictures, 
Inc. and Webb & Knapp, Inc. 

During the summer an independent 
board of judges considered the 1,895 
merit-rated annual reports to select the 
best in each of 100 industrial classifica- 
tions. The initial review of the qualified 
annual reports was handled by a screen- 
ing committee of 25 professional in- 
vestment analysts with Nathan Bowen, 
president of the New York Society of 
Security Analysts, Inc., serving as this 
year’s chairman. Winners of the bronze 
“Oscar-of-Industry’” trophies in 100 1n- 
dustries, as well as for the best annual 
report advertisements and _post-meeting 
reports, will be announced in early Oc- 
tober and reported in THE CONTROLLER. 
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New Officers and Trustees 
| CONTROLLERSHIP : 
ag FOUNDATION Prnsaipn 


President Vice President 


Leon Freres Batten 








HAROLD A. KETCHUM J. HOWARD WHITE T. CECIL DAVIS ROBERT L. DICKSON CHARLES E. EHRHARDT 
Vice President Treasurer Trustee Trustee Teuciee 
Bachrach 





atl 


ALLEN LESTER FOWLER J. L. McKEE WILSON K. MINOR WILLIAM H. PERKS GEORGE W. SCHWARZ 
(Re-ap pointed) 
Trustee Trustee Trustee Trustee Trustee 








OFFICERS AND TRUSTEES OF CONTROLLERSHIP FOUNDATION 





President T. Cecil Davis, St. Regis Paper Company (Canada) Limited, Montreal, P. Q., Canada 
J. McCall Hughes, Mutual of New York, New York, N. Y. Robert L. Dickson, Walter Kidde & Company, Inc., Belleville, N. J 
Charles E, Ehrhardt, Anheuser-Busch, Ine., St. Louis, Mo. 
Vice Presidents *C. R. Fay, Pittsburgh Plate Glass Company, Pittsburgh, Pa. 
Arthur L. Boschen, Vick Chemical Company, New York, N. Y. Allen Lester Fowler, Day & Zimmermann, Inc., Philadelphia, Pa. 
Harold A. Ketchum, Fasco Industries, Inc., Rochester, N. Y. Edmund L. Grimes, Commercial Credit Company, Baltimore, Md. 


J. McCall Hughes, Mutual of New York, New York, N. Y. 


Treasurer Harold A. Ketchum, Fasco Industries, Inc., Rochester, N. Y. 
J. Howard White, Shell Oil Company, New York, N. Y. John H. MacDonald, George F. Motter’s Sons, York, Pa. 
J. L. McKee, Allied Laboratories, Inc., Kansas City, Mo. 
Secretary and Administrative Director Charles Z. Meyer, First National Bank of Chicago, Chicago, Il. 
Paul Haase, Two Park Avenue, New York, N. Y. Wilson K. Minor, Standard Oil Company of California, San Francisco, Calif. 


William H. Perks, Norton Company, Worcester, Mass. 
Research Director Vincent C. Ross, Prentice-Hall, Inc., New York, N. Y. 
Herbert F. Klingman, Two Park Avenue, New York, N. Y. George W. Schwarz, Wyandotte Chemicals Corporation, Wyandotte, Mich. 
Ralph H. Smith, Cleveland Electric Illuminating Company, Cleveland, Ohio 
Arthur Surkamp, United States Rubber Company, New York, N. Y. 





TRUSTEES +R. N. Wallis, Dennison Manufacturing Company, Framingham, Mass. 
Arthur L. Boschen, Vick Chemical Company, New York, N. Y. J. Howard White, Shell Oil Company, New York, N. Y. 
Dudley E. Browne, Lockheed Aircraft Corporation, Burbank, Calif. — — 
Wm. Herbert Carr, California Packing Corporation, San Francisco, Calif. * Chairman, Board of Directors, Controllers Institute of America 
8. Chaplin Davis, The Baltimore Salesbook Company, Baltimore, Md. + President, Controllers Institute of America 
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Rapid Tax Depreciation 


Under The 1954 Revenue Code 


(Continued from page 421) 


Moderate expansion in early years might 
be followed by more rapid expansion, re- 
quiring sale of equity securities at higher 
money costs in years when the deferred 
taxes were paid. Relatively continuous ex- 
pansion would greatly minimize the chance 
of serious loss from high money costs by 
overlapping the periods. Exhibit IV shows 
that, even with a nominal cost of 2%, 
considerable increases are required and 
that with a 5% assumption, the increases 
become so great, particularly with the 
longer-lived property, as to be practically 
inconceivable, to say nothing of the fact 
that no company would voluntarily raise 
funds at such excessive rates. 

Like the bugaboo of higher future tax 
rates, fear of loss through higher future 
money costs appears generally unwar- 
ranted, although, like higher future taxes, 
there may be special cases where this fac- 
tor constitutes a substantial danger. 


ACCOUNTING TREATMENT 
AND ITS IMPACT 

Many companies have obtained Certifi- 
cates of Necessity for the fast write-off of 


emergency facilities under the 1950 Rev- 
enue Act. Most industrial and commercial 
companies followed the practice of charg- 
ing the same fast write-off on their books 
as they claimed for tax purposes, although 
an annually increasing number of corpora- 
tions have been changing their accounting 
practice so as to charge only the former 
straight-line rate on their books, but offset 
the reduction in taxes arising from the fast 
tax write-off by a charge to income to pro- 
vide for future payment of the deferred 
taxes, such amount being credited to a re- 
serve for that purpose. This latter treat- 
ment is that adopted by practically all the 
utilities, with the approval of the great 
majority of the public service commissions 
which have acted in the matter, except in 
the case of the utilities, the credit is often 
provided to be made to a restricted sur- 
plus account rather than a reserve. A sur- 
vey by the American Institute of Account- 
ants indicates that whereas only 5% of the 
industrial companies with certified defense 
projects were using this reserve provision 
in 1951, by 1952 the percentage had in- 








MARK YOUR CALENDAR 








CONTROLLERS INSTITUTE 
24th ANNUAL NATIONAL CONFERENCE 
NOV. 6-9 Statler Hotel LOS ANGELES 
OTHER ORGANIZATIONS 
SEPT. 25-28 INSTITUTE OF NEWSPAPER CONTRCLLERS NEW YORK 
AND FINANCE OFFICERS 
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AUDITORS AND COMPTROLLERS 
31st Annual Convention 
OCT. 18-21 NATIONAL TAX ASSOCIATION DETROIT 
OCT. 22-27 AMERICAN INSTITUTE OF ACCOUNTANTS WASHINGTON, D. C. 
68th Annual Meeting 
OCT. 31-NOV. 1 NATIONAL ASSOCIATION OF SUGGESTION SYSTEMS CINCINNATI 
NOV. 3-4 SOCIETY FOR THE ADVANCEMENT CF MANAGEMENT NEW YORK 
Annual Fall Conference 
NOV. 14-17 AMERICAN PETROLEUM INSTITUTE SAN FRANCISCO 
35th Annual Meeting 
DEC. 7-8-9 NATIONAL ASSOCIATION OF MANUFACTURERS NEW YORK 








eee 


ae -_..... SEPTEMBER 1955 





444 





creased to 10% and to 15% in 1953, with 
every indication of a continued increase in 
this direction. 

Assuming there has been and still is a 
tendency to adopt an accounting procedure 
of not “booking” the fast write-off and to 
“equalizing” income by an income charge, 
in the case of accelerated amortization of 
emergency facilities, there seems greater 
reason for adopting this procedure as to 
rapid depreciation. The former technique 
implied need for a faster than normal 
write-off of the certified projects, while 
the latter carries no such implication. 

Charges of book depreciation at the 
rapid depreciation rate will inevitably re- 
duce earnings, as this accounting pro- 
cedure already has done for companies 
following it in the case of projects certi- 
fied for accelerated amortization. In the 
latter case, the earnings charge is limited 
to five years, but in the case of rapid de- 
preciation the charge could continue for a 
protracted period if the property had a 
relatively long life. Taxpayer corporations 
whose stock is listed or quoted in the 
security markets would be most vitally 
affected by the accounting procedure fol- 
lowed, since the reduction in earnings 
from booking the rapid rate would affect 
market values and possibly dividend pay- 
out also. 

Where the life of the new property is 
lengthy or the expansion expected to be 
continuous for many years, and, where, ac- 
cordingly the tax reductions from rapid 
depreciation are of a recurring nature, 
Bulletin No. 44 of the American Institute 
of Accountants does not seem to require 
an offsetting charge to income where de- 
preciation is booked at the straight-line 
rate, even though the amount of the an- 
nual tax reduction may be significant. To 
this extent the Bulletin differs from the 
previous bulletin regarding accelerated 
amortization where, because of the rela- 
tively nonrecurring nature of the tax te- 
ductions, an offsetting income charge was 
provided for if the amounts were material. 

While we believe few corporations have 
followed the practice, there would seem 
to be ample justification for booking the 
old straight-line rate, without any offset- 
ting charge, and thus carrying the tax re- 
duction to income and surplus, provided 
the circumstances fall within the condi- 
tions of Bulletin No. 44 and there is no 
reason to believe there will be any more 
rapid deterioration of the new property 
than formerly. This would benefit earn- 
ings and market values of quoted issues. 


WHEN IS RAPID DEPRECIATION 
INADVISABLE? 

To make rapid depreciation inadvisable 
requires an unusual combination of cit- 
cumstances. First, it must be assumed the 
life of the new property is short—say five 
years, thus reducing the economic gain. 
Next, the ratio of new property to total 
assets must be small—-say, also 5 %—with 








taxpay 
tal, tht 
sistanc 
from a 
forego 
mize tl 
necessé 
proper 
lieve ta 
two ye 
rates fe 
templai 
some t 
the cos! 
taxes If 

Thes 
binatio: 
able ov 
depreci 
greatly 
ception 
great n 
a 

nefit. 
TO SU. 

Alm« 
depreci: 
With h 
erty, th 
able anc 
longer-] 
mount a 
of the b 
quickly 
while m 
with acc 
over ext 
predicta 
But whi 
gains ce 
are a str 

Taxps 
these ri 
and the 
do—for 
as well < 


1954 Al 

Many 
sions to 
their 195 
law doe: 
than six 
file by Se 
of issuar 
1954 Cc 
whose 1 
substanti 
telation | 
consider 
eration o 
adoption 
May reac! 
in time t 
1954 tax 
benefits ¢ 
1954 add 
etwise be 


. NotE 
September 
teaders pri 


THE CONTI 


w OD = 


Oo =m DO VY SS Mv 


= tit = we fe & ¢ seve 5 


wm 


oOo «© &D & 


flee OD OO Oe 


— os oe € 


Oo 


ee ee 


lO oo 





X.UM 


taxpayer having ample cash working capi- 
tal, thus eliminating need for financial as- 
sistance. Then, to entail an actual loss 
from adopting rapid depreciation (for the 
foregoing conditions would merely mini- 
mize the gains), further assumptions are 
necessary. For instance, with five-year life 
property, taxpayer must have reason to be- 
lieve tax rates will rise considerably about 
two years later and continue at the high 
rates for at least three years or must con- 
template substantially higher expansion 
some two years off, materially increasing 
the cost of money used to pay the deferred 
taxes in the later years. 

These are only a few of the many com- 
binations that could result in an unfavor- 
able over-all result from adopting rapid 
depreciation. But such instances should be 
greatly in the minority. They are the ex- 
ceptions that prove the rule that for the 
great majority of corporations, rapid de- 
preciation should prove of substantial 


benefit. 


TO SUMMARIZE 

Almost all taxpayers eligible for rapid 
depreciation should gain by adopting it. 
With high expansion of short-lived prop- 
etty, the financial help will be consider- 
able and may sometime be decisive. With 
longer-life, economic gains will be para- 
mount and prove of material benefit. Most 
of the benefit of financial assistance can be 
quickly realized. Economic gains, however, 
while more tangible, are harder to predict 
with accuracy since they will often accrue 
over extended periods, during which un- 
predictable factors may affect the outcome. 
But while a definite amount of economic 
gains cannot be guaranteed, these gains 
are a strong probability in most cases. 

Taxpayers who avail themselves of 
these rights will be doing what Congress 
and the Administration intend them to 
do—for the economic good of the nation 
as well as their own. 


1954 ADDITIONS* 

Many corporations have obtained exten- 
sions to September 15, 1955 for filing 
their 1954 income tax returns. The present 
law does not permit extensions for more 
than six months, so it will be necessary to 
file by September 15 regardless of the date 
of issuance of the regulations under the 
1954 Code. Therefore, those companies 
whose 1954 depreciable additions were 
substantial (either in dollar amounts or in 
relation to total plant) should promptly 
consider (or complete and review consid- 
eration of ) all problems relating to their 
adoption of rapid depreciation so they 
may reach the most advantageous decision 
in time to include their election in their 
1954 tax returns, and thus preserve the 
benefits of the rapid technique as to their 
1954 additions, which benefits would oth- 
etwise be lost permanently. 


*NoTE: This paragraph assumes that the 
September issue of THE CONTROLLER will reach 
teaders prior to the September 15 deadline date. 
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SPEED MAIL 9 TIMES FASTER 
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"with A CLAMSON» 
SELECTIVE VERTICAL CONVEYOR 


DELIVERS A MILLION PIECES OF MAIL PER MONTH TO 30 FLOORS! 





At the Pittsburgh, Pa. home office of U.S. Steel Corporation, 
a Lamson Selective Vertical Conveyor has cut delivery time 
for a letter from one hour and a half to only ten minutes. 


Beginning at 8 a.m., mail is automatically dispatched from the 
14th floor mailroom every 30 minutes during the working day. 
Trays which will carry 
up to 30 lbs. of mail are 
placed on the loading 
station. The operator sets 
a dispatch dial for the 
load’s destination. As an 
empty car passes the 
loading station, the tray 
is automatically loaded 
on the car. The car then 
rises, passes up over a 
driven sprocket, and 
continues down the de- 
scending shaft to the pre- 
determined unloading station where it is automatically 
discharged. Mail can be sent directly from any floor to any other 
floor in the system. 


The Lamson Selective Vertical Conveyor’s control system insures 
full protection to all operating personnel as well as full protection 
to the load. Speeds communications . . . reduces hours wasted in 
nonproductive work. 


A Lamson-engineered system can be the answer to your need for better 
faster distribution of mail, correspondence and paperwork. MAIL THIS 
COUPON TODAY. 


Lamson Corporation 

3129 Lamson Street, Syracuse 1, N. Y. 
Please send me a free copy of your Lamson Selective Vertical Conveyor 
Bulletin. 


Plants in Syrac 
and Son F 
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CITY. ZONE STATE 
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PRINCIPLES OF MANAGEMENT* 
By Harold Koontz and Cyril O'Donnell 


Reviewed by PAUL HAASE 
Managing Director 

Controllers Institute of America 
New York 


Management, whether it be the supervi- 
sion which the mailroom chief exercises 
over his assistant or the authority exercised 
by the president of a giant corporation, is 
accepted by all as one of the facts of busi- 
ness life. The cynic may wonder whether 
anything really new in management will 
develop, while the optimist may feel that 
improvement in the techniques of man- 
agement represents the greatest unex- 
plored area in the continual search for 
efficiency in business. In any event, any- 
one concerned with any phase of manage- 
ment has a categorical responsibility to 
himself and to his firm to know that giv- 
ing orders or pushing buttons is only an 
act of management rather than the final 

roduct. 

The book under review is an ambitious 
and painstaking effort to stress the prin- 
ciples and techniques underlying the man- 
agerial process and their applications to 
all forms and levels of management. The 
five functions of managers—organizing, 
staffing, directing, planning and control 
of an enterprise—are covered from the 
point of view of general management 
rather than the more specialized and tech- 
nical tasks. While the book is intended to 
cover management at any level, it is quite 
obvious that it is directed at those in the 
middle and upper management levels. 
This is by no means a drawback, as those 
who can profit most are in those levels. 

The basic premise of the authors is that 
the job of the manager is essentially the 
same, whether he is a first-line supervisor 
or the top executive of an enterprise. In 
any position where he is responsible for 


* Published by McGraw-Hill Book Company, 
Inc., 330 West 42nd Street, New York 6, N.Y. 
$6.50. 


the cooperative accomplishments of others, 
he can get things done only through ob- 
taining coordination of the group mem- 
bers. 

This task involves the utilization of 
ptinciples quite different from those re- 
quired by the expert accountant, econo- 
mist, salesman, financier or engineer. 
While the tasks undertaken by managers 
and the groups they head may vary and 
while a top executive may have a widely 
different area of authority from that of a 
lower supervisor, the fact remains that, 
as managers, all who obtain results 
through group endeavors do the same 
thing. 

The authors also feel that the principles 
related to the task of management apply 
to any kind of enterprise. From this, they 
feel that knowledge of the technical side 
of an industry is not necessary for a man- 
ager as long as he understands and ap- 
plies the principles of management. 

Some readers may disagree with the 
authors’ basic premise on what constitutes 
management while others may disagree 
with specific points; but for these readers, 
as well as the others, there is much to be 
gained from the book. The reader will 
not find a dissertation on the techniques 
which Machiavelli used to move men and 
empires, but he will understand more 
clearly the various methods which a man- 
ager can utilize to perform his duties. 

One example of this is a suggestion 
that action on a report or project can be 
delayed, when that is desirable, by re- 
ferring it toa committee for further study. 
This particular strategy will undoubtedly 
be commonplace to most readers, but the 
example should serve to indicate that the 
authors are fully aware of the problems 
which are caused by the human element. 

Other sections of the book, particularly 
those dealing with budgets and finance, 
should hold great interest for the business 
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executive who finds that he must be a 
master of many trades. The concept of the 
budget as a control mechanism is not new, 
but the principles are applicable to all 
forms of profit-motivated organizations, 
Similarly, the techniques of budgeting, 
cost accounting, and financing cover points 
that enter into the daily business life of 
every business executive. 

By making use of the extensive foot- 
notes and the list of selected references at 
the end of each chapter, the reader will 
find it easy to delve further into any par- 
ticular aspect of management that inter- 
ests him. 


SHORT-TERM ECONOMIC 
FORECASTING 


Studies in Income and Wealth, 
Vol. XVII* 


This volume presents seven penetrating 
analyses of the problems of predicting the 
behaviour of economic valuables over one 
or two years and an evaluation of the re- 
sults and methods of scientific forecasting 
programs. Contributors are among the 
leading authorities in this field who dis- 
cuss surveys of business capital expendi- 
tures by the Department of Commerce and 
the FTC, investment-intentions, surveys in 
Canada, the performance of several im- 
portant U. S. surveys of business anticipa- 
tions, forecasts of freight traffic, and var- 
ious aspects of the well-known Surveys of 
Consumer Finances. In addition there are 
appended to many of the papers lively 
comments both pro and con by other par- 
ticipants in the conference. 


* Published by the National Bureau of Eco- 
nomic Research, New York. Princeton Univer- 
sity Press, Princeton, N. J. $7.50. 


ELECTRONIC DATA PROC- 
ESSING IN INDUSTRY: 


A Case Book of Management Ex- 
perience. Special Report No. 3.* 


Years of man-hours and millions of 
dollars are currently being invested in 
electronic data-processing systems by pi- 
oneer firms. These and other companies 
are assembling answers to questions about 
management experience with electronic 
data processing. 

This new American Management As- 
sociation publication is a comprehensive 
report to management on the latest de- 
velopments in “the office revolution.” This 
timely volume describes graphically how 
automatic data processing offers on 
leled speed, accuracy, controls, and sav- 
ings for industry. It gives specific, prac- 
tical information on: how to determine 
whether a company should adopt elec- 
tronic data processing; how to plan the 
installation of an electronic data process- 
ing system; what automatic data process: 








ing ¢ 
sive 
data 
custo 
tion 
terial 
Al 
expel 
comp 
data | 
organ 
ment: 
saty ¢ 


* P; 
sociatt 
36, N. 


TAX 
SUB: 


By J. 
At 
ment 
main 
that t. 
subsid 
It give 
relates 
tracins 
the au 
measu: 
Tariff 
ologic: 
are als 
by the 





* Py 
Press, 1 


PROCE! 


15th 
Inc., 
cago 


CHART 
Gui 
For! 
cial 
Ame 
Wes 
$1.7: 


CoorbI 
PROB 
TIVE. 
109. 
tion, 
36, I 
bers ) 


Pen: 


Cha: 





pee 


THE CON 


ints 


00t- 
S at 
will 
par- 
ter- 


ting 
the 
one 
 re- 
ting 


dis- 
ndi- 
and 
$ in 


ipa- 
var- 
s of 
are 
vely 
par- 


Eco- 





ing equipment is available; how progres- 
sive companies are now using electronic 
data processing in such specific fields as 
customer and general accounting, produc- 
tion planning and labor budgeting, ma- 
terials handling, etc. 

Also included are reports of company 
experience with small, medium, and large 
computers, a summary of the evolution of 
data processing and its effect on company 
organization, a forecast of future develop- 
ments in electronics, and a valuable glos- 
saty of programming terms. 


* Pubished by the American Management As- 
sociation, 330 West 42nd Street, New York 
36, N. Y. $7.75 (AMA members $5.75). 


TAXES, TARIFFS, AND 
SUBSIDIES* 


By J. Harvey Perry 


A two-volume survey of the develop- 
ment of the Canadian tax structure. The 
main emphasis is on the dominant role 
that taxes, tariffs, and intergovernmental 
subsidies have played in Canadian life. 
It gives the history of the major taxes and 
relates the growth of provincial taxes. In 
tracing the development of tariff policy, 
the author considers the effect of special 
measures such as the British Preferential 
Tariff and GATT. Tables, summaries, chron- 
ological surveys and biographical material 
are also included. The book is sponsored 
by the Canadian Tax Foundation. 


* Published by the University of Toronto 
Press, Toronto, Canada, $25.00 per set. 


OTHER BOOK ENTRIES 


PROCEDURE AND PRACTICE BEFORE THE 
Tax CouRT OF THE UNITED STATES. 
15th Edition. Commerce Clearing House, 
Inc., 214 N. Michigan Avenue, Chi- 
cago, Ill. $4.00. 


CHARTING THE COMPANY'S FUTURE: 
GUIDES TO SUCCESSFUL PLANNING, 
FORECASTING, AND CONTROL. Finan- 
cial Management Series No. 108. 
American Management Association, 330 
West 42nd Street, New York 36, N. Y. 
$1.75 ($1.00 to AMA members). 


COORDINATION AND COMMUNICATION 
PROBLEMS OF THE FINANCIAL EXECU- 
TIVE. Financial Management Series No. 
109. American Management Assocta- 
tion, 330 West 42nd Street, New York 
36, N. Y. $1.75 ($1.00 to AMA mem- 
bers). 





WHEN YOU NEED FACTS ON 


Pensions... Profit-Sharing and Group 
Insurance Plans 
Write for list of our publications 
Charles D. Spencer & Associates, Inc. 
166 W. Jackson Blvd., Chicago 4 
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Are you protected 
against the real loss? 


When vital business records go up in smoke, four out of every 
ten businesses go with them! Because fire insurance covers 
only the physical loss—just the cost of the paper itself! 

The only way to protect yourself against the real 

loss—the cost of restoring the vital information—is 
through VALUABLE Papers INSURANCE. 

If you are not protected—see your American Surety Agent— 
ask him about a Valuable Papers Insurance Policy. It covers 
your business records, including films, formulas, blue prints, 
inventory records and other important documents against 
destruction, damage or loss from practically any cause! 
If you don’t know the name of our agent* in your community 
just write our Agency & Production Department, 100 Broadway, 
New York 5, N. Y.—we’ll supply it promptly. 
* You'll find his specialized knowledge helpful in many ways. Ask him, 

for instance, about our various plans for bonding employees. 


AMERICAN SURETY 


COMPANY FIDELITY * SURETY * CASUALTY ¢* INLAND MARINE 
HOMEOWNERS * ACCOUNTANTS LIABILITY * AVIATION 
100 Broadway * New York 5, N. Y. 
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Developing Accounting Practices Among Executives 


(Continued from page 417) 


Lest sales management be influenced too 
much by over-all product line cost and 
profit data in considering price changes, 
the accountant should be analyzing and 
guiding sales management on the impact 
of variations in product mix, sales volume 
and technological changes. Mutual confi- 
dence between management and the ac- 
countant is important here. With all the 
possible variations in the type of figure he 
might produce depending on the use to 
which it will be put, the accountant should 
be given the full background of a prob- 
lem when he is given an assignment—not 
just the question “What is the cost of a 
Model B Widget?’ By the same token, 
management will divulge the full nature 
of its problems to the accountant only 
when it understands how such information 
will influence the way in which the ac- 
countant approaches his assignment. 
Labor relations is another area of plan- 
ning in which the accountant will be use- 
ful. Left to their own devices, labor nego- 
tiators can work out with the union some 
mighty complex agreements which are hor- 
rors for any payroll man or insurance man 
to try to administer. The controller be- 
comes more and more important as an ad- 


visor in labor negotiations as we move 
away from dealing solely with base wages 
and find more and more so-called fringe 
benefits entering the settlement. Account- 
ing principles relating to pensions, in- 
surance, vacation pay and other fringe 
benefits must be reviewed with executives 
at all levels so that they will understand 
how these items will be reflected on op- 
erating statements and how they will af- 
fect the business results both long- and 
short-term. 

These are only a few of the seemingly 
endless problems which top management 
faces in its planning operations. Now we 
all know that planning for the future de- 
pends largely upon knowing what has 
happened and the correct interpretation 
of past events. Thus it is obvious that the 
planning field is indeed a fertile one for 
the controller and the accountant. 

We have at our fingertips, or should 
have, the complete records of what has 
happened in our companies and in our 
economy. With these as a basis we 
should be able to develop material to guide 
management in planning decisions. The 
controller and his department have raw 
material and techniques with which to do 
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this. The extent to which these are used 
depends largely upon three factors: 

First, the degree of perfection of the 
technical and analytical skills of the ac- 
counting staff ; 

Second, the ability of the controller to 
convince or “‘sell’”” management that these 
accounting tools are dependable; and, 

Third, the provision of constant guid- 
ance to management in the use and under- 
standing of these tools. 


CONTROL 

Now the third and last broad area in 
which we can materially help in develop- 
ing accounting practices among executives 
is in the field of control. Although in- 
creasing competition and other economic 
factors have made top management acutely 
conscious of the control factor, the basic 
idea of control as covering all phases of 
operations has not yet been fully accepted ; 
many top executives think of control tech- 
niques as being applicable to supervision 
at lower levels in an organization rather 
than to themselves. This is probably a 
logical viewpoint, acquired by reason of 
their administrative duties. Because of this 
viewpoint, the accountant must adopt a 
different method of approach in develop- 
ing accounting practices for setting up 
control mechanisms than those used in 
developing the operating plan. To say it 
another way, many executives believe that 
the planning function increases in impor- 
tance as you go up the ladder of manage- 
ment whereas the control function in- 
creases in importance as you go down 
the management ladder. 

This viewpoint is brought out more 
clearly when it is realized that many com- 
panies use factory budgets and other ex- 
pense budgets, but do not have com- 
pletely co-ordinated over-all profit con- 
trols and financial controls applicable to 
top levels of management. 

Factory budgets are, of course, the 
prime example of control mechanism. 
These are the accounting tools used by the 
foreman at the bottom of the management 
ladder. He has the least contact with top- 
management planning and also the least 
personal contact with management at the 
head office. Yet this is the first place where 
deviation from the budget or the detailed 
plan becomes apparent, and where pet- 
sonal attention looking toward corrective 
action need be taken. 

How effective this corrective action may 
be depends a great deal on the attitude of 
the foreman to his budget. He must have 
complete understanding of what the 
budget represents and what it is supposed 
to do. He must have confidence in the 
budget itself. By this is meant confidence 


(Continued on page 450) 
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Developing Accounting Practices 
Among Executives (continued from page 448) 


in the accountant who prepared it and a 
belief that all items included in the budget 
are actually controllable by him. 

This development of confidence be- 
tween foreman and accountant is not an 
easy thing to accomplish. The whole con- 
cept of budgeting puts the accountant in 
the position of pointing the finger at the 
Operating people. If the accountant stays 
in his office and turns out figures, the 
foreman will naturally be suspicious for 
several reasons. One of the more im- 
portant of these is that, not being well 
acquainted with the accountant, he thinks 
that the accountant cannot possibly com- 
prehend production problems without 
viewing them on the scene. Actually the 
accountant may derive more about the 
manufacturing operation from the figures 
he sees than the foreman may believe pos- 
sible. However, the point here is that the 


success of a budgetary control program de- 
pends a great deal on how well the 
accountant convinces the foreman and 
superintendent that he does understand 
the manufacturing operation. There is no 
question but what close contact with the 
operating problems will enable the ac- 
countant to do a better job. 

The accountant can minimize some of 
the suspicions by giving the foreman ad- 
vance warning of variations from budgets 
which are developing so that the foreman 
can prepare himself for the questions of 
his boss. Further, the accountant can prove 
his interest by working with the foreman 
in finding the reasons for these variations. 
He will also improve confidence by mak- 
ing sure that no mistakes are made on the 
statements, and that the foreman is not 
charged for expense over which he has 
no control. 
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Success for the accountant in these en- 
deavors is achieved when the foreman 
realizes how each daily operating decision 
affects increased or decreased costs. Then 
no costs reported on a regular statement 
will ever surprise him. The understanding 
which this implies will breed confidence 
in the budgetary system, and confidence 
is the best assurance that the foreman’s 
actions which affect expense will be in 
accord with the intentions of the budge- 
tary control system. 

Let’s not overlook the fact that many 
control mechanisms are used by top man- 
agement as well as at the factory level 
and here the controller and his staff at the 
head office must be even more adroit in 
getting across the various ideas and prin- 
ciples which are worked into the control 
mechanisms. 


CO-ORDINATION 


In the areas of planning and control 
One important point should not be over- 
looked. Specifically this is that both plan- 
ning and control are less effective when 
there are gaps in either functions at any 
level. Also they are less effective when 
each function is not directly related to 
the other. 

This is not to say that these two con- 
cepts should be so rigidly tied together 
that they are completely integrated, but 
there are many instances when they must 
be linked together to get the best planning 
and the best control. The accountant is 
generally in a good position to provide 
this link; first, through his function of 
supplying data for planning and secondly, 
through his function of setting up the 
control mechanism for the operation on 
which he helped in the planning stages. 

It is prudent to provide for a periodic 
comparison of the results of the planning 
function. Such a step is, in reality, a con- 
trol of this function and is quite helpful 
to management. For example, authoriza- 
tions for capital expenditures, which be- 
gan as a planning function, should be 
compared with actual costs of construc- 
tion. Eventually the planned return on 
this investment should be related to the 
actual return after the new equipment is 
in operation. Setting sales quotzs, estab- 
lishment of desirable profit margins, and 
setting minimum requirements for re- 
turn on investment are several of the many 
techniques used to control planning and 
other top management functions. 


INTERPRETATION 


On this subject of developing account- 
ing practices among executives there are 
two phases involved: 

One is the technical phase—the operat- 
ing executive must have some basic knowl- 
edge of the techniques of accounting. In 
many instances this knowledge must be 
supplied by the accountant. 
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The other phase is concerned more with 
the guidance and understanding pone 
executives by the controller and his ac- 
counting staff. 

There might be some question as to 
which of these phases is the more impor- 
tant. The latter would seem to offer more 

ossibilities for greater accomplishment 
ease an executive with a smattering of 
accounting knowledge could quite con- 
ceivably read into a statement something 
that was not actually there. In view of to- 
day's complex business operations this is 
not an uncommon error. 

A statement which we prepare for one 
of our sales divisions is an example. Three 
different executives were asked what they 
thought the statement showed. The first 
one said he thought it showed how much 
we made on sales to customers. The sec- 
ond said he thought it showed how well 
the division was able to control its ex- 
penses and that the profit variations meas- 
ured the effectiveness of expense control 
by the division manager. The third said he 
understood it to show the amount of 
money that we made over and above what 
we could sell the products for in other 
than the primary markets. 

Actually none of the three was correct. 
This statement really measured the ef- 
fectiveness of the division’s negotiations 
with the several manufacturing divisions 
on the question of what price it would 
purchase products for resale to its cus- 
tomers. 

Many statements are probably being 
misinterpreted every day by executives 
who think they know what the statements 
show. What is more important, however, 
is that these same executives are making 
decisions based on these statements. To 
correct their analysis of statements, the 
controller or accountant must turn psychol- 
ogist and guide the executive into seeing 
reported results in their proper perspec- 
tive. 


EVALUATION 

The primary purpose in developing an 
understanding of accounting principles 
among executives is to provide the means 
and methods of communication—a com- 
plete program to give operating execu- 
tives accurate, up-to-the-minute facts about 
the business. For accountants it is often a 
dificult task to achieve. They must as- 
sume many roles including those of tech- 
ician, teacher, counselor, and psycholo- 
gist. But the goal is well worth the effort. 

As executives become more familiar 
with the “whys and wherefores’” of ac- 
counting, they are in a better position to 
waluate the important roles of the ac- 
‘ounting and control functions. The ul- 
timate result is twofold: It creates a better 
atmosphere for teamwork between execu- 
tives and accountants and provides a basis 
for more intelligent and more profitable 
business decisions. 
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Speed truck deliveries 
with Ozalid copies... 


Truck drivers often wasted hours waiting for invoices. 


Deliveries were delayed, customers complained... 


Now this food manufacturer uses a 
translucent order form, hand written. 
Terms, route, invoice number, prices and 
extensions are entered on the form. And 
Ozalid copies serve as invoice, packing 
slip, delivery receipt, sales records. 

Trucks are hours ahead of their old 
schedules. Delivery control is improved, 
errors avoided, invoicing time and costs 
greatly reduced. 


he your own company, you can find 
any number of Ozalid applications which 
will do away with retyping, and copying 
on cumulative records and reports, order 
filling and purchasing. Ozalid speeds 
paperwork, saves time, frees employees 


for more productive work. 

An Ozalid machine will copy anything 
written, typed, printed or drawn on any 
translucent (lets light through) material 
—without photography. Reproduction is 
instant. A letter size copy takes less than 
a minute, costs less than 2¢—faster and 
cheaper than photocopying. And anybody 
can use an Ozalid machine. 

Ask the nearest Ozalid distributor 
(see phone book) to show how Ozalid 
can help you. Or write 214 Ozaway, 
Johnson City, N. Y. In Canada, Hughes 
Owens Co., Ltd., Montreal. 

OZALID — A Division of General 
Aniline & Film Corporation . . . From 
Research to Reality. 





OZAMATIC (left) is a table 
model, handles sheets as 
wide as 16", and can make 
up to 1000 prints an hour. 
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Controller and Treasurer 


Chief financial officer wanted by medium sized electronics 
firm engaged in commercial data processing manufacture 
and sale. Must be able to direct all financial and account- 
ing activities for listed corporation and its subsidiaries. 
Location in Southern California but some travel required. 
Starting salary $15,000 plus incentives. Aggressive man 
30 to 40 preferred. Send full resume and recent photo. 
Replies held in complete confidence. 


BOX D2181 THE CONTROLLER 
TWO PARK AVE., NEW YORK 16, N. Y. 














MECHANICAL BRAINS FOR HIRE... 


TABULATING 


To automate clerical procedures, call on 
STATISTICAL for the latest techniques 
and electro-mechanical tabulating facil- 
ities . . . for inventories . . . sales analysis 
. . . accounting reports . . . computing... 
and statistics. 


TABULATING 


As the oldest and largest independent 
unched-card tabulating service bureau, 
TTATISTICAL offers an 11-point service 
and the latest electronic equipment for 
machine accountants. This service is avail- 
able day or night. 


TABULATING 


STATISTICAL provides a complete tabu- 
lating service for any emergency or for 
your regular needs. It’s quick, accurate 
and economical. 


For 
overloads... 


For clerical 
cost-cutting 





Just phone or write our 
nearest office 





stc 


STATISTICAL 
TABULATING 
COMPANY 


Established 1933 » Michael R. Notaro, President 






NEW YORK ST. LOUIS 
80 Broad Street 411 N. Tenth St. 


Whitehall 3-8383 CHestnut 1-5284 


CLEVELAND 
1367 E. 6th St. 
SUperior 1-8101 


CHICAGO 
53 W. Jackson 
HArrison 7-4500 


NEWARK 
National-Newark Bldg. 
MArket 3-7636 


TABULATING 
CALCULATING 
TYPING 
TEMPORARY OFFICE PERSONNEL 
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Tax School Announced 


The Tax Workshop School received a 
provisional charter from the Board of 
Regents of the University of the State of 
New York on August 1954 to operate a 
graduate school of taxation. The trustees 
have set up a development program under 
the direction of Jess J. Lappner, director, 
to make this charter absolute with the 
power to confer a master’s degree in Taxa- 
tion. 

Since its organization, the Tax Work- 
shop School has offered a very practical 
and complete training program in all 
phases of federal and state taxation and in 
such procedural courses as Federal Tax 
Analysis and Research and Tax Practice 
and Procedure. 

Constantly striving to use the most ef- 
fective methods of teaching, the Tax 
Workshop School has developed a highly 
successful “problem analysis’ method of 
teaching which is effectively used in small 
seminar-type classes. 

The faculty of the Tax Workshop, lo- 
cated at 480 Lexington Avenue, New York 
17, N. Y., is composed of experienced tax 
men who help students develop skill in 
taxation through the use of provocative 
examples and tax problems, which are 
analyzed by the class and teacher as a 
group. This serves to point up practical 
usage and theory and at the same time 
clarifies and stimulates the thinking of 
the student. 


N.Y.U. Management Institute 


For the fall term, 1955-56, New York 
University is offering three courses in of- 
fice systems and procedures programs, five 
courses in machine accounting and elec- 
tronic data processing. Courses in the lat- 
ter field include application of machine 
accounting equipment and systems, plan- 
ning and managing punched card systems, 
electronic and tape processing systems for 
office automation, basic plugboard wiring 
for punched card machines and analysis of 
programming and coding of business 
problems for digital computers. 


Correspondence Course 


in Credit Analysis 

The National Credit Office, 2 Park 
Avenue, New York 16, N. Y., has been 
conducting a correspondence course in 
credit analysis since 1951 which is open to 
both members and non-members of NCO. 
All graduates of secondary schools are eli- 
gible to take the course. The students use 
a text and answer questions on 12 of the 
chapters. No final examination is given. 


APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 
6 CHURCH STREET ATLANTA 


CHICAGO 
NEW YORK, N. Y. ST. LOUIS 





BOSTON 
PHILADELPHIA 
PITTSBURGH 
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MALCOLM C. DOWNS 
American Locomotive 


Alco Products, Inc. 


Albany 


Lindquist 





CHARLTON W. SMITH 


Southern Electrical Corp. 


WILLIAM R. PHELAN 
United States Fidelity 
& Guaranty Co. 
Baltimore 


Chattanooga 
Shepperd 








ERWIN P. KRAATZ 

Oil Well Supply Div. 

U.S. Steel Corp. 
Dallas 


LUTHER E. LAWRENCE 


Fruehauf Trailer Co. 


R. E. GREGORY 
Farm Bureau Insurance 
Companies 


Columbus Detroit 








Shillito 








BRUCE S. SHANNON 
The Drackett Co. 


Cincinnati 


L. B. BUCHANAN 
Chicago Mill & Lumber Co. 
Chicago 


Aggus 








E. GLOVER HOWE 


ELMER F. DOW 
The oo The International Silver Co. 
Hamilton Hartford 


1955-1956 PRESIDENTS OF CONTROLS OF CONTROLLERS INSTITUTE 


Section one comprising 25 Control Presidents was published in the August issue of THE CONTROLLER 





DAVID F. DEVINE 


R. H. HUGHES CHARLES H. HITTLE 
John W. Mecom American National Bank American Bosch Arma Corp. 
at Indianapolis 
Houston Indianapolis Long Island 
Lewis 









JAMES A. BEAMAN 





EDWARD H. EATON 


FRED L. RYAN 
Lock Joint Pipe Co. The O'Malley Lumber Co. Pittsburgh Forgings Co. 
Newark Phoenix Pittsburgh 





a 


M. O. FERRINI 





R. DALE WHITE 


MARC E. PORTER 

Taylor Instrument Perkins Machine & Union Electric Co. 
Companies Gear Co. of Missouri 
Rochester Springheld St. Louis 














WARREN M. MAULE 
Cosmopolitan Shipping 
Co., Inc. 


New York City 


JOSEPH O. MITHUS 
Webster Electric Co. 
Milwaukee 





FRANCISCO J. ARTEAGA 
Central Victoria, Inc. 


Puerto Rico 


EDWIN W. BENSON 
Interstate Tractor & 
Equipment Co. 
Portland 


Fabian Bachrach 





FRANK S. SLICK S. D. WILLIAMS 
The Ohio Oil Company Sohio Petroleum Co. 
Toledo Tulsa 
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CPA Firm Fee Upheld 


The New York Court of Appeals up- 
held the decision of the trial court which 
awarded a $31,000 fee for accounting 
services in connection with tax work done 
by the New York City accounting firm of 
Anchin, Block & Anchin. The firm had 
sued its former client, Pennsylvania Coal 
& Coke Corporation for this amount 
which represented a 15% contingent- 
basis fee for tax work which had saved 
the client some $233,000. The client had 
appealed the trial court decision to the 
appellate division of the New York State 
Supreme Court and was turned down and 
then appealed to the New York Court of 
Appeals. 

The CPA firm acted as regular account- 
ants of Pennsylvania Coal & Coke Corpo- 
ration but did not do their tax returns 
which were prepared by the company’s 
staff. The company asked the accounting 
firm to see whether means could be found 
to reduce their tax burden and entered 
into a written contract for the perform- 
ance of this service. The accounting firm 
advised the company to take certain ac- 
tions which resulted in the tax saving and 
then had to sue to collect under the con- 
tract. 

In the suit the company’s attorney em- 
phasized the unauthorized, and _ illegal, 
practice of law and the judge charged the 
jury that the CPA’s could not collect if 
they had practiced law. The jury held for 
the CPA’s and this decision was upheld, 
subsequently, in the Appellate Court of 
the State Supreme Court as well as the 
New York Court of Appeals. 


CIA Members Receive NACA 
Certificates of Merit Awards 


The following members of Controllers 
Institute were awarded Certificates of 
Merit by the NACA for “‘outstanding con- 
tributions to the literature of industrial 
accounting during the past year.” 

Davin R. ANDERSON—Sxbject: The 
Industrial Accountant as a ‘“Go-Giver.”’ 

E. J. HocxstaD—Subject: Cost Ac- 
counting Fundamentals—A Case Study. 

I. WayNE KELLER—Svxbject: Faster 
Depreciation—The Glitter’s Not All Gold. 

EARLE N. MarTIN, SR.—Subject: A 
New and Powerful Tool for Management 
—Statistical Methods and Techniques.* 

PauL A. May—Suabject: A Flexible 
Approach to Break-Even Charts. 

RaLtPpH W. SAUBER—Subject: 
Case of the Competent Comptroller. 

WiLson T. SENEY—Subject: Account- 
ing—A Tool for Managers. 

DERWARD SMITH—Subject: Conduct- 
ing a Continuous Cost Control Offensive. 


The 





*Mr. Martin was also the recipient of an 
award for the previous year (1954) for his 
Paper on ‘Equipment Replacement Policy— 
and Application.” 
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prepare masters for spirit and 
other fluid-type duplicators 


by XEROGRAPHY 


Xerography revolutionizes the whole 
field of spirit and other fluid-type 
duplicating with its speed and econ- 
omy! Now, masters can be made in 
minutes. Before, it often took hours. 

It’s easy for an office girl to pre- 
pare these types of masters—with 
photographic accuracy. Multiple 
copies of a letter (including letter- 
head and signature), engineering 
drawing, report, parts list, magazine 
article, newspaper clipping, or any 
other type of document can be run 
off quickly and economically on a 
duplicator. 

It is not necessary to retype or re- 
draw an original document. With 
the versatile new XeroX® Flo-Set* 
Unit and XeroX copying equip- 
ment, anything written, printed, 


typed or drawn can be copied onto 
a master exactly as it appears in the 
original. Documents up to 17”x 22” 
can be reduced to 814”x 11”. 

Xerography is a clean, fast, dry, 
electrostatic copying process. Elimi- 
nates drawing, tracing or typing on- 
to masters...no proofreading or 
correcting. 

Versatile xerography can also be 
used for preparing offset paper mas- 
ters, translucent masters for diazo 
type machines. In addition, up to 8 
copies of a document can be made 
from one xerographic exposure, in- 
cluding an offset paper master or 
translucent master. 

Let us show you how versatile 
xerography can save time and cut 
your duplicating costs. 


WRITE for details of this new dimension in speeding paperwork. 


THE HALOID COMPANY 
55-78X HALOID STREET, ROCHESTER 3, NEW YORK 
BRANCH OFFICES IN PRINCIPAL U.S. CITIES AND TORONTO 








°a TRADEMARK OF THE HALOID COMPANY 
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Executive Opportunities 

A sharp increase in demand for execu- 
tives in all management categories was re- 
ported by Executrend, published by the 
Chicago firm of Heidrick and Struggles. 
On the average, executive opportunities in 
the first half of 1955 based on the analysis 
of nearly 12,000 positions display-adver- 
tised in the ten most populated areas in 
the United States, were up 63% over the 
preceding six months and 92% over the 
first half of 1954. An analysis of the job 
openings per week for the first six months 
shows that engineering led with 228, fol- 
lowed by marketing with 133, finance 
with 35, manufacturing with 33, general 
administration with 10, and personnel 
with eight. The increase over the first half 
of 1954 was greater for engineering 
(179%) followed by personnel (95%) 
and finance (58%). 


Corporate Giving 

At present, corporations on the average 
are estimated to be giving approximately 
9 of 1% of net income before federal 
taxes. Smaller companies, those with assets 
of less than a million dollars, are now giv- 





CONTROLLERSHIP INFORMATION SERVICE 
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ing an average of about 1.13% of their 
net income before federal taxes. As of 
1950 the average dollar given by a corpo- 
ration was distributed as follows: 44¢ to 
welfare agencies, with 36¢ of this going 
to the Community Chest; 26¢ to health 
agencies, including hospitals, national 
foundations, etc.; 1614¢ to education, of 
which 6¢ went for research, 714¢ for in- 
stitutional aid and almost 3¢ for scholar- 
ships and fellowships; 4¢ went to reli- 
gious agencies; 5¢ went to institutions 
designed to promote an understanding of 
our free enterprise economy; while the 
distribution of the remaining 4¢ is un- 
known. 


Business Failures 

A tabulation appearing in the July 1955 
issue of Dun’s Review and Modern In- 
dustry on business failures for the first 
quarter of 1955 indicates that there are 
four apparent causes of failure: neglect, 
fraud, inexperience, and disaster. Of 
these, inexperience was the apparent cause 
of 90.7% of the failures. Listed under 
this heading, the biggest single item, 
49.7% was inadequate sales while com- 


A preliminary analysis of the interviews with heads of 
corporate records-management programs which Controller- 
ship Foundation has conducted for its forthcoming research 
report on records retention brings out the following: 


1. Microfilming is now used primarily for the protection 
of vital records. The prime considerations leading to 
its use as a space-saving device are extreme volume of 
a particular record and the nonavailability of low- 


cost storage space. 


2. Management is more and more often taking the ‘‘cal- 
culated’ risk instead of adhering strictly to statutes of 
limitations and requirements of governmental regula- 


tory bodies. 


3. The trend is toward setting the retention period at the 
time a form is designed instead of waiting for it to be- 


come a storage problem. 
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petitive weakness accounted for 20.6% 
of the failures. Other factors, with per- 
centages, included under experience were: 
receivables difficulties—10.1; excessive 
fixed assets—9.4; inventory difficulties— 
8.6; heavy operating expenses—6.7. Fraud 
caused 2.2% of the failures and in this 
category the irregular disposal of assets 
was the most pronounced factor. Neglect 
caused 4.8% of the failures and here poor 
health was the most important item. Un- 
der disaster, which was responsible for 
1.7% of the failures, the most common 
cause was fire. 


Automation Impact 

The social and economic implications of 
automation will be studied by a subcom- 
mittee of the Congressional Joint Eco- 
nomic Committee in October. The sub. 
committee is particularly concerned with 
the problems “which have risen and which 
may be expected to arise in the foreseeable 
future from the standpoint of employment 
levels, personnel displacement and read- 
justment, stability of employment, and the 
effect upon costs and investment of new 
automatic and electronic processes. 


First Quarter Earnings 
U.S. manufacturing corporations made 
higher profits, after taxes, during the first 
uarter of 1955 than for any quarter in 
3a years. The joint SEC/FIC report 
said that January-March earnings are esti- 
mated at about $3.3 billion, 9% over the 
preceding quarter and 29% over the same 
period in 1954. 


This Electronic World 

The Rockwell Manufacturing Company 
has an electronic order-handling system 
under which all orders are sent directly to 
the headquarters office rather than to dis- 
trict offices. Prepunched cards, which in- 
clude the customer’s name, address and 
shipping charge information, are matched 
with product description cards key- 
punched with information pertinent to the 
order, and ‘“‘mark-sensed” to indicate 
quantity. The cards are fed into a card tape 
machine which prepares the five-channel 
punched programming tape. The tape con- 
trols the teletype transmitter which pro- 
duces three copies of the order for sales 
department use. Simultaneously, in the 
warehouse nearest the customer, a receiv- 
ing apparatus produces three copies for 
shipping papers. 


Accounting Changes 

A survey of 600 industrial companies 
for the period 1951-1953 to find out ac- 
counting methods used on projects involv- 
ing fast amortization discloses that there 
has been a drop in the number of compa- 
nies that keep books on the same basis as 
for tax purposes. A survey, made by the 
American Institute of Accountants dis- 
closes that in 1951 about 95% of the 
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group chose to keep books on the same 
basis as for tax purposes, while in 1952 
the percentage was 90 and in 1953 it was 
down to 85%. The director of the tax 
workshop school of New York estimates 
that companies which choose to “‘book”’ 
their accelerated amortization (thus pull- 
ing down their current earnings) probably 





dropped to 80% in 1954 and will go to | 


75% in 1955, to 70% in 1956, and even 
lower in 1957. 


Business Aircraft 
According to the Aircraft Industries As- 


sociation of America, some 6000 firms | 


owned 12,000 private aircraft in 1954, 


compared with less than 1000 firms op- | 


erating about 2500 planes in 1946. In 
1954, business aircraft flew 563,600,000 
plane miles, compared with 499,166,000 
miles in 1953 and 121,530,000 plane 
miles in 1946. 


Increased Efficiency 
in Answering Letters 


A letter-writing program conducted | 


by Mutual Life Insurance Company of 
New York has greatly reduced the time 
required to reply to letters received. 
When the program was started, more 
than 50 per cent of the letters received 


took six or more days for a reply while | 


18 months later, only seven per cent of 
the total correspondence was held for 
more than five days. A year after that 73 


per cent of all letters were answered | 


within three days. By 1952, 96 per cent | 


of the letters were answered within 


three days, three per cent in four or five | 


days, and one per cent in six days or more. 


Financial Reports for 
U. S. Manufacturing Corporations 


Profits after taxes of U. S. manufactur- | 
ing corporations for the first quarter of | 


1955 were estimated at $3.3 billion, up 
hine per cent over the preceding quarter 
and 29 per cent over the first quarter of 
1954. They were also at the highest quar- 
terly level in four years. Sales and profits 
in the motor vehicle group were at a rec- 


ord high during the first quarter of this | 


year and constituted a major factor in the 
high level of earnings. Sales of manufac- 
turing corporations for the first three 
months are estimated at $65.6 billion com- 
pared with $64.4 billion in the previous 
quarter. Profits before taxes increased $6.5 
billion compared with $5.3 billion in the 
ptevious quarter. The provisions for fed- 


etal income tax increased $1.0 billion dur- | 


ing the period and are estimated to be 
$3.2 billion for the first three months of 
1955. The annual rate of return after 
es on stockholders’ equities increased 
4 per cent, compared with 10.6 per 
tent for the previous quarter. 
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CALCULAGRAPH 


ACCURATE — | 
job time | 
records 


CALCULAGRAPH 


figures elapsed time accurately 


Reliable job time records are essential for com- 
piling correct cost data, estimating reorders and 
checking on production efficiency. One sure way 
to secure accurate to the minute, 
dependable time costs is to use (rs 
Calculagraph automatically-figured - 
elapsed time records. Calculagraph b 
gives you total elapsed time, 
starting and finishing time and 
date on a permanent, printed 
reference card. Eliminate losses 
due to inaccurate job time cal- 
culations by using Calculagraph 
to time your operations. 





Agents in Principal Cities 
Ask for a Demonstration 
Call or Write Dept. 302-A 


CALCULAGRAPH COMPANY 


SUSSEX STREET, HARRISON, NEW JERSEY 
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Members of the Controllers Institute are identified in the follow- 
ing items by certificate number and year of election in parentheses. 


TOP MEN ... 

Robert J. Nixon (#4963-1950), treas- 
urer, Motor Products Corporation, De- 
troit, Michigan, is now president and 
general manager and will continue as treas- 
urer. . . . Arthur Clifford (#2187-1942), 
vice president, the A. W. Burritt Co., 
Bridgeport, Conn., has been elected presi- 
dent of his company. .. . Richard C. 
Wells (#4543-1949) recently resigned 
from his post as controller of Freeport 
Sulphur Co., New York, to become pres- 
ident of National Potash Co., a newly 
formed company jointly owned by Free- 
port and Pittsburgh Consolidation Coal 
Co. He will continue as a vice president 
of Freeport but has been succeeded as 
controller by Robert D. Hill (#4000-1947), 





MR. CLIFFORD 


who has been associated for the past five 
years with Taylor-Wharton Iron and Steel 
Co., High Bridge, N. J., where he has 
been executive vice president and treas- 
urer. Mr. Hill will also serve as vice pres- 
ident. 


VICE PRESIDENTS ... 

J. H. Reid (#4982-1950), vice presi- 
dent-finance, Standard Paving & Materials 
Limited, Toronto, Ontario, Canada, is 
now executive vice president and treas- 
urer.. . . W. L. Naylor (#991-1937), 
vice president and comptroller, Gulf Oil 
Corporation, Pittsburgh, Pa., was recently 
appointed to a newly created Management 
Committee and named a senior vice presi- 
dent. . . . His duties as comptroller will 
be taken on by F. B. Branson, newly elected 
comptroller. 





MR. WELLS 


NEW CONNECTIONS .. . 

Charles M. Hollis, Jr. (#2336-1942) 
has been appointed vice president and 
treasurer of the Weatherhead Company, 
Cleveland, Ohio. Mr. Hollis came to 
Weatherhead from Lockheed Aircraft 
Corporation, Burbank, California. His 
previous associations include Kaiser Motors 
Corporation as vice president and con- 
troller and L. A. Young Sprirg and Wire 
Corporation as secretary-treasurer and di- 
rector. . . . Austin R. Harmon (#3596- 
1946) is now treasurer of Hampden Man- 
ufacturing Co., Inc., Palmer, Mass. He 
was formerly treasurer of Wico Electric 
Company, West Springfield, Mass. Mr. 
Harmon was president of the Springfield 


MR. NAYLOR 


Control of Controllers Institute, 1954-55. 

Walter S. Neustadter (#4184-1948) 
has been appointed controller of North 
American Philips Company, Inc. of New 
York. He was formerly controller of the 
Sun Chemical Corporation. ... F. K. 
Zimmerman (#2423-1943), formerly pres- 
ident, Lynch Corporation, Anderson, In- 
diana, has joined George Getz Corpo- 
ration, Chicago, IIl., as executive vice 
president. . . . Morris B. Chesney (#1949- 
1941) recently left Booz, Allen & Ham- 
ilton, Chicago, IIl., where he had been di- 
rector of Finance and Control, to assume 
the office of comptroller of Bemis Bro. 
Bag Co., St. Louis, Mo. . . . Joseph C. 
Cobb, Jr. (#5754-1952) has been ap- 
pointed treasurer-controller of the South- 
west Industrial Electronics Company, 
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MR. HOLLIS 


Houston, Texas. He was formerly treas. 
urer of the Garrett Oil Tools. 
Francis G. Ward (#5575-1952) is now 
controller of American Store Equipment 
and Construction Corporation, Muskegon, 
Michigan. He was formerly vice president, 
treasurer and general manager, Courter 
Electric Products, Inc., Boyne City, Michi. 
gan. . . . James R. Arthur (#2302-1942), 
formerly assistant general manager of the 
Black Leaf Products Division of Virginia. 
Carolina Chemical Corporation, Rich. 
mond, Virginia, has moved to Cleveland, 
Ohio, where he is assistant general man. 
ager in the separate corporation newly 
formed by Diamond Alkali Company fol- 
lowing the purchase from Virginia-Caro. 
lina Chemical Corporation of the Black 
Leaf Products Division, to be known as 
Diamond Black Leaf Company. 


NEW APPOINTMENTS .. . 

George R. Ruppel (#5647-1952), con- 
troller Mutual Broadcasting System, Inc, 
New York, has been named vice president 
and treasurer of the company... . Al. 
deric R. Cardin has been appointed comp- 
troller of the Ramapo Ajax Division of 
American Brake Shoe Company, New 
York. . . . Edwin F. Goldfuss is now con- 
troller of IBM World Trade Corporation, 
New York. . . . Malcolm C. Stewart has 
been named treasurer of the Gillette Com- 
pany, New York. . . . Oliver A. Gott 





MR. CHESNEY 


schalk (#4362-1948) is now treasurer- 
controller, The Carborundum Company, 
Niagara Falls, N. Y. Mr. Gottschalk was 
formerly assistant to the president of the 
company. In his new post he will assume 
treasurer-controller duties for the Car- 
borundum Company; the Canadian Car- 
borundum Company, Ltd.; the Carborun- 
dum Metals Company, Inc. ; Canada Sand 
Papers, Ltd.; The R. C. Bowers Company; 
the Curtis Machine Corporation ; and the 
Carborundum Company of Puerto Rico. 


ADDITIONAL DUTIES FOR... 


Logan Monroe (#4065-1947), control: 
ler, Eaton Manufacturing Company, 
Cleveland, Ohio, now vice president-con- 
troller. . . . William H. Brown (#152: 
1932), secretary and treasurer, American 
Viscose Corporation, Philadelphia, Pa. 
now vice president and treasuret. . . - 
Albert H. Hammond, assistant secretary, 
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MR. GOTTSCHALK 


who succeeded to the duties of secretary 
relinquished by Mr. Brown. . . . Edward 
F. Beale (#5297-1951), vice president and 
director of the financial division of Penn- 
gylvania Salt Manufacturing Co., Phila- 
delphia, Pa., who was named to head the 
central purchasing and traffic functions 
which have been absorbed by the financial 
division. 

H. C. Gwinn (#2231-1942), treasurer, 
controller, and a director of Sunbeam Cor- 
poration, Chicago, IIl., who is now vice 
president of Finance in addition to his 
other posts. . . . Paul A. Martin (#3660- 
1946), formerly treasurer, Johnston Foil 
Manufacturing Co., St. Louis, Mo., who 
is now vice president, treasurer and a di- 
rector. .. . Marcel F. Tetaz (#5928- 
1953), comptroller, The Thomas & Betts 
Company, Elizabeth, N. J., who has been 
named assistant treasurer and comptroller. 
... Harold Kern (#4899-1950), con- 
troller, Margon Corporation, Bayonne, 
N. J., who has been assigned the control- 
let's post of Conmar Products Corpora- 
tion, an affiliate in Newark, N. J... . Don- 
ald C. McKim (#3542-1946), controller 
since 1945 of Hagan Corporation, Pitts- 
burgh, Pa., now treasurer and controller 
of Hagan and subsidiary companies which 
include Calgon, Inc., Hall Laboratories, 
Inc., and the Buromin Company. He has 
been a member of the Board of Hagan 
since 1948. 


COMPANY MOVES... 

J. P. Cronin (#6513-1954) has been 
promoted to assistant controller of the 
Miehle Printing Press and Manufacturing 
Company, Chicago, Ill., the parent com- 
pany of the Star Kimball Motor Division, 
Company in Bloomfield, N. J., in which 
company he has been comptroller. . . . 


MR. TETAZ 


MR. MacMILLAN 


O. Townsend MacMillan (#5657-1952), 
vice president and comptroller, New York 
Telephone Company, New York, has been 
succeeded in the above posts in the New 








York unit by Burton R. Young, chief statis- | 


tician of American Telephone & Tele- 
graph Co., as he will become vice presi- 
dent and general manager of the upstate 


area at Albany. . . . Fletcher W. Hart- | 


shorn, whom Mr. MacMillan succeeds in 


Albany, will come to New York City as | 
vice president-personnel, succeeding Er- | 


win R. McLaughlin who is retiring. 


EXTRACURRICULAR ACTIVITIES... 
Marion M. Johnson 


(#3266-1945), | 


treasurer, Brown-Forman Distillers Com- | 


pany, Louisville, Kentucky, spoke before 
a meeting of brewers, distillers and liquor 
wholesalers, held as a part of the proceed- 
ings of the 59th Annual Credit Congress 
in Chicago, Ill., on May 10... . Wil- 
liam H. Zimmer (#3852-1947), vice presi- 
dent, treasurer and a director of the Cin- 
cinnati Gas & Electric Company, Cincin- 
nati, Ohio, and assistant secretary and 
treasurer of the Ohio Valley Electric Cor- 
poration, addressed the 18th annual grad- 
uating class of Wilmington College, Wil- 
mington, Ohio. Mr. Zimmer is past presi- 
dent of the Cincinnati Control, 1953-54. 


WRITERS... 

B. W. Maxey (#4165-1948), vice presi- 
dent-finance and accounting, The Glidden 
Company, Cleveland, Ohio, is author of 
an article in the August 1955 issue of 
Management Methods describing his com- 
pany’s relocation of its home office to as- 
sure centralized administration. Mr. Maxey 
is president of the Cleveland Control of 
Controllers Institute, 1955-56. 





Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CONTROL- 
LER, 2 Park Avenue, New York 16, N. Y., before the first of 





the month to affect the following month’s issue. For in- 
stance, if you desire the address changed for your November 
issue, we should be notified of your new address before 
October 1. Be sure to include your postal zone as well as 
your old and new address. 
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COSTLY RE-DRAFTING OF 
ORGANIZATION CHARTS 
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EVERLASTING 
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ORGANIZATION 
CHART 


EASY TO CHANGE 


A typist, a typewriter and typing paper are all you 
need to keep your chart up to date. It’s that simple! 

































¢ Sizes to Fit Any Organization Structure 
¢ Eliminates All Costly Drafting 

* Photographs for Sharp Prints 

¢ Invaluable as a Visual Training Aid 

¢ All Parts Are Movable and Re-usable 
* Solves Your Chart Problem Forever 


Write for Free Illustrated Folder 
with Price Schedule No. CO-9 


MANAGEMENT CONTROL CHARTS CO. 


1731 N. WELLS ST. CHICAGO 14, ILL. 

































American Appraisals 
avoid losses due 
to under-insurance 


Continuous American Appraisal 
Service prevents under-insurance by 
providing current valuation facts— 
based on records that command 
respect and are always available when 
proof is needed. 


The 
AMERICAN 
APPRAISAL 


Company 
leader in property valuation 


HOME OFFICE: MILWAUKEE 1, WIS. 


















Mergers Nearing Peak of Postwar Period 


a MERGERS and acquisi- 
tions are rapidly nearing another 
high point in number, according to Com- 
merce Clearing House, national reporting 
authority on tax and business law. 

An analysis of the Federal Trade Com- 
mission’s ‘‘factual searchlight’ on recent 
consolidations revealed these important 
points: 


1. Mergers are nearing the 1946-1947 
postwar peak. 

2. They are being made at three times 
the 1949 rate. 

3. Acquiring firms generally make the 
first offer, but many are being initiated 
by the acquired company. 

4. Two out of five are made to gain 
additional capacity, one in four to diver- 
sify products, and the remainder to gain 
sources of supply, make ultimate sales to 
consumers, or gain additional capacity in 
new markets. 

5. Other reasons are inability of smaller 
companies to finance adequate expansion 
and modernization, surplus cash in hands 
of purchaser, aging owners who want to 
retire, or tax savings. 


* OPPORTUNITIES *« 


EMPLOYMENT * EQUIPMENT * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to THE CON- 
TROLLER, Two Park Avenue, New York 16, 
N. Y. Replies will be forwarded. 





SITUATIONS WANTED 





ASSISTANT CONTROLLER 


Present controller and assistant treasurer of 
small company ($10 million annual sales), 
listed on American Stock Exchange, seeks po- 
sition on controller's staff of larger com- 
pany. New York CPA, member Controllers 
Institute, NACA. Box 2182. 


CONTROLLER 


Presently with large multiplant manufactur- 
ing company with major IBM unit, all mod- 
ern budget, standard cost and profit controls, 
available two weeks. Age 39. Salary $12,000. 
Box 2183. 


CONTROLLER—TREASURER— 
ASSISTANT 

Executive accountant with over 20 years’ ex- 
ceptional management experience in account- 
ing and financial fields is seeking a change. 
Supervision covered finances, controls, budg- 
ets, analysis, procedures, audits, taxes and 
tax planning. Presently employed as control- 
ler. Box 2184. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 





The report, made after four months of 
intensive study, gave interesting statistics 
on the business fields of the companies 
concerned. 

Of 1,773 mergers and acquisitions in 
the manufacturing and mining fields made 
from 1948 to 1954, nearly two thirds were 
made by companies with assets of $10 
million or more, while only 8 per cent 
were by companies with $1 million or 
less assets. 

The largest number, 249, were in the 
nonelectrical machinery industry, while 
the food products industry had 243. 

Next ten groups listed were: chemicals, 
168; fabricated metals, 161; transporta- 
tion equipment, 125; textiles and apparel, 
117; electrical machinery, 111; nonman- 
ufacturing, 96; mining, 81; primary met- 
als, 78; stone, clay and glass, 70; and 
paper and allied products, 60. 

Foremost Dairies made 42 acquisitions, 
Olin Mathiesen Chemical Corp. made 18, 
and the Borden Co., 17. Other leaders 
were Food Machinery and Chemical 
Corp., 14; H. K. Porter Co., 13; Burling- 
ton Mills, 12; American Marietta Co., 12; 
American Machine and Foundry Co., 11; 
Ekco Products Co., 10; and Pressed Steel 


Car Co., National Dairy, and McGraw 
Electrical Co., eight each. 

A second FTC study reviewed by CCH 
covered some 2,100 mergers and acquisi- 
tions in manufacturing, mining, trade and 
service industries made during the 43 
months following enactment of the Anti- 
Merger Act of 1950. 

Of these, one third involved property 
valued at $750,000 or more, with well 
over 100 cases where the property ac- 
quired was worth at least $10 million. 

Listing additional reasons for the merg- 
ers, the report declared that the deals 
often were originated by outside financial 
interests or other interests who found it 
to advantage to see that they were made. 
Their interests may be as stock owners, 
interest in products or services to be pro- 
vided, or fees to be collected for promo- 
tion assistance. 

The report adds, “More and more firms 
representing outside interests are becom- 
ing engaged or involved in the business 
of promoting or playing some other vital 
role in merger formation.” 

Case studies in the report revealed that 
the big question in seeking added capacity 
was whether to buy or to build. It states 
that if the company builds, it creates addi- 
tional capacity, but also competition. If it 
buys, it gets the capacity and acquires a 
market previously served by a competitor. 


Taxpayers Have Edge in Federal District Court 


A “pay up and sue’’ policy paid off for 
most federal taxpayers who followed it, 
after being assessed added amounts by 
the Commissioner of Internal Revenue, 
according to Commerce Clearing House. 
More than half such taxpayers got their 
money back with interest when they paid 
their alleged deficiences, then sued the 
government for refunds in the federal 
district courts. 

Those who chose not to put up the 
extra cash did not fare so well in their 
attempts to avoid payments. They ap- 
plied for relief to the U. S. Tax Court, 
where pre-trial payment is not required. 


Taxpayer 
Courts Won 





The Commissioner's deficiency assessments 
were upheld, either totally or partially, 
in approximately 75 per cent of such 
cases. Statistically, only one taxpayer in 
four petitioning to the Tax Court escaped 
paying the extra total the Commissioner 
claimed was due. Furthermore,  subse- 
quent appeals from Tax Court decisions 
resulted in findings for the Commissioner 
against the taxpayers at the rate of three 
to two. 

A table, prepared by CCH from gov- 
ernment reports, shows how tax deficiency 
cases tried in federal courts were decided 
in the fiscal year ended June 30, 1954. 


7 7 a es e a _ e e e 
Commissioner Partial 
Won or Tied 





When taxpayers paid deficiencies 
and sued the Commissioner for refunds: 


District Courts 188 
Courts of Appeal 51 
Court of Claims 16 


Supreme Court 


When taxpayers applied for relief, 
rather than paying deficiencies first: 


U. S. Tax Court 215 
Appellate Courts 105 
(on appeal from Tax Court) 


161 19 
45 - 
30 - 

1 oe 

348 384 

153 ~ 
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